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POLITICAL E0ONOM7 




INDEiX. 

_ • 

The Refersnces akb to* SECTi(ft?s. nc^ to Pages. 


Argyle, Duke of : restrictions on 
the contract for labor, 348 
Anarchism, 62C 

Arithmetical n. Geometrical pro¬ 
gression, 892-3 * 

Art: Political Economy ;ts an tirt 
(a branch of statesmanship) ilis- 
tinguishcd from political econ¬ 
omy !i8 a science, 27-31 
Alsignats, ffc called, of French Ke- 
Tolutionary perioo, 319, 445 
Athens, i)rogreasiTf1a\jition in, COO 
Austria, p.aper money. 443 
Authority, legal, exHuded from 
our definition o^ value, 8 
Ability, as the Tule of taxation, 
•595-7, [fe, also, Fiu'ultj'J 
Abstinence, the creator o1 capit.al, 
87-93; interest, the reward of 
abstinence, 288 • • 

AccumulatioBs how influenced by 
the rate of interest, 288 
.^griculture—deemed by tlif phy¬ 
siocrats the sole source of e. ealtli, 
48; subjat tj the condition of 
" diminiming returns,” 49-53 ; 
plea that malufathures shoidd 
be hinlt up artiflciUlly to save 
exportation of the properties of 
^the soil, 5G-9 ; followi thc.’pas-* 
*toral condition in nattmal order 
<jf development? 63; thcfluctua- 
tjofls in hgricultural products 
jenfler them a defective standjird 
for deferred payment8,*188-iK); 
comitetition of agriculture with 
manufilbtures in new countries, 
618-23 

Alcoholic bev#rages, E*glish ex¬ 
penditure u^, ijCn • 

Alisoi^ Sir A.*, the potato, 404n • 
Amsterdam, Baifk or, 523 
Andenen, J., announcA law of 
•ent, 2C5 


B^liage, Charlei: cost of the ma. 
terials gf the iron manufactures, 
5:l 

Bacon, Lord; the true labor of 
philosophy, 24; the burden of 
.tiixation, 4W; on tisury, D9, 423n 
Bagehot, l^ltiT: influence of in¬ 
convertible iiapcr motley ' ii for¬ 
eign exchanges, 22t), Cfif; the 
early Italian banks, 532; bi- 
metalltsm, 568 
Balance of Trade, 545-.")3 
Banking Funetion8,lhe, 532-8; the 
banking agt acies, 529 ;*tho State 
jiarlicipating in the proflte of 
banking, 577 

Banking itriuciple, tlie, so-called, 
•m, the currency principle, 325-6 
Bank Moifty, Chap, 6, Part III 
Bank of England, 222, 225; its 
foundation, 533 

Biases of Taxation, 590 • 

Bastiat, F.- couftises •ethical and 
economical re.isoning, 37, the 
economical haijnonies, 346; the 
story of Jacqoes Bouhomme, 
412 

Barter, the primitive form of ex¬ 
change, 161-2 

Beautieu, Leroy, t^m-ms, 576n 
Belgium, underfed laltorers, 68 * 

Bentham, Jeremy: escheat 'ij^ce tax¬ 
ation, 573; approves banking 
monopolies ^78; attacks judi¬ 
cial fe<-8, 5Sl 

Bequest, [See Sutaiesslons] 
Bi-Metallism, 559 71 
Birth-rate, diminished by increase 
of economic desires, 807-401 
Bowen, Francis: tfce vidue dcnMai- 
nator, iSSi^ . 

Brabazoa, Lord; inadequate foqjl 
of French ftietorj hands, 08 • 
Brassage, 196 
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INDEX. 


Brassgr, Thomas, Sir; superiority 
of English lab6r in ruQwy con¬ 
struction, 79 

Brodie, George: sale of fttces^by 
Charles I‘, 676n: monopolies, 
678, 

Building lots, rent of, S80 „ 

Bullion, its relation to coin, 193- 
200, [See Seimiorage] 

Burke, mmund: »iothing^o peat 
an enemy to accuracy of judg¬ 
ment as want classitication 
and distribution, 44; the fiscal 
motive to paper money Issues, 
444 

Cairnes, John E.: The character 
and logical method 'of Ptfiiticat 
Economy, 18-20 ; asSorts for it 
tlie (lipiify of a science, 35; im¬ 
portance of the law of “ diminish¬ 
ing returns,” 48; the friction of 
retail trade, 149; relief of over¬ 
crowded occupations, 342; in- 
differenje of" the rate of profits, 
373; lameifaire, 613; co-opera- 
tion, 428; bi-metallism, 568 
Caivin, John, on usury, 418 
Camcralistic, science, its subject 
matter, 359 

Canard, N. P,: the dmusion of 
taxes, 608 ‘ 

Cancellation of indebtedness, by 
tanks and clearing houses, 534 
Capability, pfodiictive, of a com¬ 
munity, Chap. 4, Part II 
Capital, Chap. 3,kPart II; partial 
immobility of capital, 104; the 
remiveration .for its use, i. e., 
interest. Chap” 3, Part IV.; rela¬ 
tion of capital to the scheme of 
co-operation, 420 - 8 ; relntiob of 
capital to wages, 330,834-6 [With 
reference to taxation, see Wealth] 
Carey, PL C.: his attacks uponfiie 
doctrine of rent, 434-93 
Catallactics, the wor3 offered by 
Archbishop Whatcly, as a sub¬ 
stitute for political economy, 43 
Celibacy, [See Marriage] 

Chadwick, Edwin: tlie cellarpopu- 
lailons of file fSnglish.clties, 71 
Charles L, of Englajid; sale of 
f'ifices, 575 ; of monopolies, 578 
Chastity, femrie, h»if affected by 


laws, 450 ‘ 


Cheap-M. Dear F<^, 404 * 

Cheap Aoney, is inconvertible 
money cheap ? 214-6 
Cheerfulness, as contributing to 
labor power, 76-8 * 

Ckcrbuliez, A. E.: domafiis, 576 
Chevalier, Michel; money econo¬ 
mizes labor, 164; dpplies the 
term Brauage to the actual cost 
of coinage, 196n; industRal ef¬ 
fects of anlncuease of the monay 
supply, 445n; bi-metallism, 668 
Child, the, its relation to the sub- 
■ sistence of the family, 887-8 
Civilization tends to diminish the 
sum' of values, 12; effects of 
money in promoting civilization, 
164 

Clamagcran, J. J.: the phvsio- 
cratic theory of taxation, 5^n 
Clearing-house, the bankers’ bauk| 
534 

Climate: a ^ood climate is not 
capital but favorable condition 
of production, 86 
Clothing, its relatkm to subSstenje, 
384 ^ ^ 

Cobden, Richard: the commuta* 
tion of the feudal burdens upon 
land in England, 500 « 

Cbinage, 168,479-80; cost of, i. e., 
seigniorage. Chap. 4, Part III 
Coin basis of bank money, [See 
Keserye, Specie] , 

Coin, debasement of ; seigniorage. 
Chapter 4, Part JJI ; 
Combination, in economics op¬ 
posed to competition, 129 
Comfort, ideas of, developed in 
the ^progress of society, 19, 395-9 
Vrommerce the old time tlieory 
that it could be lieneflcial to but 
one party, 3 [She also Exchange 
and International Tr&dc] * 
Commodities, distinguished fropi 
service*, 247-9 
Commipiism, 633 
Community of goods, whit would 
become of wealth ? 11 
CompctMcia dcfined4l29; relation 
of contpetltidn the doctrine 
•of rent, 268-76 ; relation or com¬ 
petition to the ddetrine of inter¬ 
est, 29ff; to the doctrine of 
wages. Chap. 6, Pan IV, ako 
465-7^ 
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Comte, Aug.:_ denfca to political 
economj tile charafter (>f a 
acicnce, 25-6 • ,• 

Consiimeni and prfKluccrs, possi¬ 
ble* misunderstandings between, 
Cbap.«f, Part Ill • , 

Consumpiionof wealtli: Prof. Jx's- 
lie holds that tl.e neglect of this 
departnieut of iutpiiry is due to 
tlK^assunpiion of a henefieeut 
• order of i'atur<>, S5 ; consump¬ 
tion as a department of jK)Iitical 
economy, ;5til-3, I’art V, pasam 
Consumplive ra. productive co¬ 
operation, 483-3 , 

Conliuenlal enrreney, so-c.alled, of 
the American revolution, '307, 
200. 219 

Contributions to the treasury of 
thb State, 573; (compulsory: see 
I Bevenu* of the State and Tax¬ 
ation) 

Co-operation: an effyrt to get rid 
of the entrepremyr, 108; erro¬ 
neous c.oueei)tlons of many econ¬ 
omists, 316-7', jS'I-H; anticipated 
*benelits of, 439-31 ; practical 

• diliicultics, ^2-6 
Corn rents, 188-90 

“ Cojn Laws” (English), 83 
Coraers, so-called, a* a tool of tJie 
speculating class, 140, 364 
Courcelle-Sencuil, J. G.: de|)recia- 
liou not a necessary residi of in- 

* convertibility, 213u ; the theory 
of bankmonpy, 234 

Creasy, Sir Edward, the h'udal 
burdens on land, 498 
CftlU sales, the charitbteristic, 186; 
their great importance in modern 
I exdiange, 187; the V'*iltipl? 

' * standard of deferrcd'pay'ncnh'. 
459-64 

f1i4bs, [Se«Panics] 

Cultivation, descending to inffrioi 
soils, [See DiminishinaiReturns] 
Currdhey principle, the so-called 
m. thb banking principle, 3M-6 
> Custom, its influence in modifying 
law or comgelition, 1% is always, 
in theory, #pp<*ied tO competi¬ 
tion, 129; •its effects on price, 
145-6 • ' 

Eanwn, Charles: the* power of 
•geometrical increase, 393 
Dear m. Cheap Pood, 404, 


»S*7 

Debasement of tlie’coin. Chap, 3. 
ParblM 

•Debtor ciass, their demand for 
paiK'f money issues, 445 
Dccj-ncy, ideas of, *lcvcloped in 
• the progress of stKiet^, 19; 

power to check population, 394, 

' 400-# • 

Deferred ptyments, standard for, 
[Sec Staudani, etc.] 

Peflnitinns, in economics, not less 
valuable beaause certain objects 
may fall across tlie lines of de- 
markation, 6; difficulty which 
political economy encountors 
from the use of tonns taken from 
, eommontix'och, 42-3. 
DcgritdaliBn of the labonng class, 
through uueuual fompetition, 
33947,460 • 

Demand and supply, defined, 125; 
dedre is not demand ;3'i; ope¬ 
ration of demand and supply il¬ 
lustrated, ’25-4(f; (Money), 170 
Demand, miernational; equation, 
of. 153 

Denominator of value, 183-3; how 
about paper money ? 210 
Departments, the four departments 
of political economy, 44; rea¬ 
sons for their retention. 111, 
247-9 

Deposits, fictitious, as a means* of 
evading usury laS’S, 433 [See 
Safe Ih'posil I 

Deposit and discount, the great 
banking fuucti n, 5^ 
Depreciation, not a neeoi^try re¬ 
sult of debasement of coin, 197, 
201; or of inconvertibility of 
p.4per, 213 , 

DeQuincej’, Thomas: “Profitsart 
tlie leavings of wages,” ^27 
Dfisire is not demand, 126 
Desires, econemic, tend to multi¬ 
ply .IS faS. us gratuity replaces 
value in the, case of articles 
which were the subject of for¬ 
mer desires, 134, 63, 66-7, 92-3, 
Chap. 2 and 3, Part V 
Destruetton of iwealth, ke«jiing 
down ’accumu^tions of capital, 
110; popular notion that. It 
stimulates ^xKluction, 411-3 
Deterioratfcn, liabftityto, as affect 
ing prici, 143 
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Devon, Earl; Irish Commission of, 
1844,394 • • • 

Diet, diversified, taste foj", as us- 
tagouizing the Procreative f«rce, 
898 ^ 

Diffi'rencc, economic, wliat edn- 
stitutes an economic dij^crcnce^ 

Diffusion of taxes, 600-10 ' 

Diminisliing rettms iiL agricul¬ 
ture, 51-4, 857 « 

Discipline creates fio force,but may 
prevent waste, 848-51 » 
Discount and deposit, the great 
hanking function, 536 
Discredit of money, its influence 
on tlijomoney dcinsfeid, 200-1 , 
Distribution, as a deffalment in 
poliUeal*econoniy, Chap. 1, Part 

Division of Labor [See, also, Ter¬ 
ritorial Div. of Lab.], how it 
originates, 80 ; how it becomes 
a source of’ productive iiower, 
81-3; gives rise to exchange, 113; 
evil possibilities iittcndant upon. 
Chap. 7, Part 111 

Domains, as a source of revenue 
to the State, 576 

Douglass, William: ftie debtor 
class in early Massachusetts, 445 
Dress, as a form of consumption, 
•384 

Dynamics of wealth, found in con¬ 
sumption, 383 

Economics, [Soe Political Econ¬ 
omy] 

Efflciejicy of ,the individual la¬ 
borer, dependent on several 
causes, 65-78; varying efficiency 
of lalwr in different couiftrics, 
70; relation to wages, 456 
Emigration of capital, 299 ; of la¬ 
bor, 398-9 * 

Employer, the, [,\ee Entrepre¬ 
neur] 

Employment, regularity of, as an 
element of wages, 320 
Employed laborer, [See Laborer] 
England, insufficient food of agri- 
taltural Irfbortrs, 68contrasted 
'With India tmd Rujjsia as to tlie 
.'efficiency of its laboring popula- 
V tion, 79; its^ industrial Organiza¬ 
tion, 353; rents kebt down by 
public sentimept, 369; its usury 


la’iW, 419^ poor laWs, ’447-51; 
felatioji of wage* to capital, 
*t54 ; factory legislation, 467; 
its strikes, 467 ; progressivity in 
taxation, 601 ' 

English School of Political Econ¬ 
omy, so called, 17; erroneous 
views of English economists re-. 
gardiug tlie relation of wages to 
the jiroduct of industry, ^!36 
Entrepnmeifr ckiss, the, their fuBC- > 
lion, 85, 331, 245 ; as claimants 
to a share of the product of in- 
■ dustry, 352, 330-3, Cha]). 4, 
,Pa^t IV, also 474-83 ; the State 
as entreiireneur, 577 
Etj'uation of international demand, 
153 

Eijuity, political, its relation to 
politic.al economy, 36 * 

Equities of contributkm to tte 
Stale, 583 [Sec also Taxation] 
Escheat, as source of State reve¬ 
nue, 573 , 

Esjirit de corps in industry, 84 
Elides, relation»to c(»nomics„19, 
36 ^ 

E.vemptions from income, prior ft) 
taxation, 600-1 

Exchange, the old-time <tbeory 
• * tiiat it eoiAd be Ixiueflcial #,) but 
one party, 3; arises from the di¬ 
vision of labor, 113, 236-7; its 
reaction upon production, Cham 
7, Part 111 

Exchange, the sciqjice (jf, this term 
offered as a substitute for Polit¬ 
ical Economy, .’96 
Exchange, *as a department of 
Ptditical Economy, Part III 
'* hOTOidiatinguished from distribu> 
tion, 2-n-9 

Exchange, (Tralle) Internatioual, 
Chap. 2, Part III * 

Exshanges, Foreign, 541-58 ; rja- 
tion t# Bi-metallism. 563-5 
E.\hanstion of tin* soil, . 
Expenditure, as the basil of taxa¬ 
tion, 593-4 • 

Factory l*ws, 471-3* 

Facultv.'as thi bSsis of taxation, 

• 69.)-7 • 

Family, the fornfation of, 386-7: 

■solhianiy of, 399 • 

Fawcett, H.: insullicient foodtof 
Wes4 of England lal'orcrs 68. 
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Cottier,rents In Iceland, 273n ; 
differing wngcs in .different 
localities^ 273 ; the dactriuc of 
the Wage Fund, 453n. ' * 

Fecutylity, made by M. Comte a 
test of § tnie scienc^: does jaditi- 
ca^ceouoiny bear UiLs test ? J5 
Fees, as a means of revenue, 5(fl : 
Feudal burdens on land, iiow 
eonjmuteff? 498 

Fiat mon^y, [Sec inconvertible 
Paper Money] * 

Final utility, 131,139 
Finandcring, as a banking func¬ 
tion, 522 

Fines and forfeitures, as a source of 
revenue to the State, 574 , 

Fittest, survival of, [See Sur¬ 
vival] 

Fixed incomes, relation to the 
« multiply stimdard, 484 
Food, [See, also, Si.lmi.stence]: its 
relation to hibor power, 85 ; the 
primary form of eapitid, 87, 97. 
Force, productive, rtin not he lost 
out of natunt, but may be lost 
out of man’s rflich, 50 
forced ♦ circulation, generally a 
eharaeteristic of goverjin'cnl 
{taper money, 207 
Forjed .sides, soinetinies caimd Jty 
usury law'.s, 423 
Form-value, 46 

France; underfed factory hands, 

' 68 -, repression of po/uilatiou, 
401; progressivity in l.txalion, 
600-2 • » 

Francis, John • the city banks of 
I.a)ndon, 526 * 

Free,* distinguished from gratuit¬ 
ous coinage, 195 • m 

free trade imd exhauatiofl of the 
soil, 56 ; and the territorial divi- 

• sktn of .labor, 57, 613-23 [See 

• Protection c*. Freedom of I’ro- 

• duction. Part VI.] * 

Frendi economists apt To confuse 

cthK^ and economic* reason¬ 
ing, 37 : right in their views of 
the relation of wagra to the pro¬ 
duct of inUjstrj^, 33!* 

FulUrton, J.: the tlieory of hapk 
montty, 224 . , 

©allatin, Albert: hanfemoney hc- 
, comes a sort of legal tender, 

• nno.. 


529 

Gangs, agricultural* so-called, in 
England (childteu), 342 
Gamier Joseph: progressivity in 
taxatwi, 600 

Oefioa, hank of fSt. (jporgo), 522 
(Jeomelricid n. arithmetical pro¬ 
gression, 892-4 

^JeorgcJIcnry. his “Progress and 
Jteverty,” 506-2! 

Germany, its railroad system, 577 
Gevman»8e.hoor of political eeono- 
*my, .so-called, 17 
Gibbon, E., likens moiKW to 
letter.^, 164 

GillK'rt’s Act (English Poor Laws), 
448-9 

Girdlestont^ Paiioii ; the diet of 
• IbdlabMer-' of Devonshire, 68 
Girardin,^ Lnule de^ voluntary 
eontrihntions, 572n ^ 

Gladstone, Wm. E. : ids liudget 
Si)eedies, 5S6n 
Glut, [Se(! (Iverprodiieuon] 
Gluttony: rc-irilcjd by Mr. Mill 
as a perpeniallv antagonizing 
inineiple to the desire of wealth, 
21 

Gold [See, Preeions .Metids; in its 
relalions to Silver, see also 15i- 
inehdlisin] 

Gouge, "Vni. M.: Uk hcory of 
bank inojiey, 23.7 

Government, iis jmidueer and eon- 
s liner, 357-6(1,4! t-h; its reveffue, 
and die means of obtaining ii, 
.572-84 

Government adifii' istintion of pro¬ 
ductive projicrty, 505, 576-7 
Grain, as money, 489-90 » 
Gratuity, relation to vame, 12-3 
Gnjuitous, distiugnislua from free, 
coinage, 195 • . 

Greed, oflim antagonistic to tlie eu- 
jightcued pursuit of w»alth, 23 
378 

Greciibarksf* so-i'aUed, of the 
United States, 209, 211, 444 
Gresham’s Law, 181 
Ground rents, 283 
Hallam, H.: the penal code of Ire 
land, 271 

llamilto*!, Alex*; the danger 0 
{laper inotiey iiSmes, 444n 
Hard times,, so-called, their cahse 
235-42 , * . * 

Harmonics, the economic, 344-6 
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Harrison, Pred’k; the small suc- 
Mssof productive ocperation, 
434 

Harvesting, subject to too cpndi- 
tion of aiiuinisbing returns, 58n 
Hasjings, George W.: nece^ityof 
the workhouse test, 462 
Hazardous risks <.f cap tal, how 
compensated, 293-7 
Health is not weiltli, though per¬ 
haps better than wealtii, 10 
Hearn, Wm. H.'. substitutes the 
term Plutoiogy for Political 
Economy, 43; explains the 
former idleness of the Scottish 
people, 78 

Hebrews, ancient, 3Sury -forbid¬ 
den, ¥17-8 •I- 

Hiraling in the market, 149-50 
HoffmUnn, J. G.: the literature of 
taxation, 685 

Holland, underfed laborers, 68 
Hopefulness in labor, as an element 
of produetite power, 76-8 
Hunter ilCate, the, 60 
Huskisson, Wm.: repeal of Uie 
laws against combinations, 467 
Immobility of capital and labor 
[See Mobility, etc.] 

Income as the base t'f taxation, 
[See Revenue] 

Inconvertible Paper Money, Chap. 

I 5, Part III 

Increment, the unearned, of land, 
257, 265, 493, et aeq. 

India—the effleioney of its labor¬ 
ing population contrasted with 
that of England, 79; increase 
of population and condition of 
the people, 394; possible relation 
of taxation to production, '115 
Indifference of the rate of profits, 
a doctrine, 373-80 
Indolence, regarded by Mr. Mill 
as a perpetuallv antagonking 
principle to the desire of wealth, 
21 

Inflation (money), 198-204, 213, 
219-20, 441-5; tendency to infla¬ 
tion inhering in political money, 
439-45 '■ A, 

Inglis, H.: the city houses of Ire¬ 
land in 1834, 70 ' 

Inluries, economic,'tend to remain, 
346-7 ” f 

Injustice, only becon&s a subject 


for.the coBsideratiomof the econ- 
omist'when it issutjs as an eco¬ 
nomic force influencing the ac¬ 
tions of men with respect to 
wealth, 88 

Institutiong, how far shall they be 
considered by the economist? 
19 

Insurance of the principal, an im¬ 
portant clement of 4 Intel est, 293 

Intellectual'^lemenls of supply end 
demand, 147 

Intelligence, not wealth, 9-10; as a 
source of productive power, 
72-4 

Interest, ns n share in the product 
of indu.stry, 2.52, 382-6, 368-9; 
Chap. 3, Part IV [See Usuiy 
Ijuws] 

International Trade: international 
values, 161-8 i> i) 

International di.stribution-of money, 
176 

International division of labor 
[S<!e Territorial, etc.] 

Invention facilijated by the divis¬ 
ion of labor, 82 

Ireland, the eeonumic mischiefs Of 
its land tenure almost irrespect¬ 
ive of considerations of political 
equity, 36; inadequate shelter of 
the laboring population, 70; the 
“ starving setison,” 94; rents: re¬ 
lation of the landlord and tenant 
class, 2714; increase of jiopula- 
tion and state pf thp peasantiy 
prior to the famine, 394 

Irish, their traditfonid idleness at 
home duJ to unfair lawsn78 
arvis, Edward; varying viability 
oi' the several nations of Europe. 

I 820 '' 

Jevoas, W. 8.illustration of _^the 
descending scale of utility, l31; 
but one price for a eommodjty, 
132-3» substitution of one com¬ 
modity for another, ins use, as 
affiiting price, 143n; She Britisli 
coin, 180; the denominator o< 
value, #482; advocates a tabular 
or mCltipleO standard, 191, 463; 

■ repudiates the doctrine'of the 
wi^cs fund, '‘SSS; the laimz 
/«(*>« Moctrine, 380; the. law of 
wages, 828; the dynamics of 
we^tli, 382n; his Money and the 
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Mcchanigmof Ex«hange^524n; 
governm^t ‘interfereilce with 
labor, 349, 352,471; flUbtuatjans 
in the value of gold, 1789-1874, 
440;J)i-mctaIlism, 568 
Johnson,#. W. Prof*: on the jp-f 
newal of the soil by “ weathpr- 
ing ” and'nitritication, 59 
Johnston, F. W. Prof.: the 
eon.stituents of the soil taken 
#way In the crop, 56 
Kuies, Prof.: his classification of 
values, as time-valuCj place-value 
and form-value, 46 
Knights of Labor, Part VI 
Kropotkin, Prince : on An&rchV, 
626 

Labor: employed in agriculture' 
subject to thp condition of di¬ 
minishing returns, 49-53; not so 
I when employed in mechapical 
industries, 53-4, as one of the 
three primary agents of produc¬ 
tion, Cliap. 2, Part'll: varying 
eflieiency of labor,* 65-79; divis¬ 
ion of, 80-4: p^rli:il immobility 
(If labor, 104; relation of lalK>r 

• to valiJe, 119-J4 

Laborer, the, as a claimant to a 
shaje of the product of indus- 
trji 252; Chaps. 5|and6, Part. 
IV; the residual claimant upon 
the product of industry, 332-36 
Laimz faire, the doctrine, 344-53, 

* 880 

Land, its tenure, how far of con- 
setiucnce* to liic economist '! 19, 
36; one of the three priiu:iry 
ageij(ts of productior^ 47-8; its ca¬ 
pability of increased production, 
49-54; influence of a mflniia.^ 
■'•tenure upon population, K)1 [See 
building lots, 'pastures, .water 
Jtrivilegesf wood lots, mines; sec 
^Iso, Nationalization of the Land; 
'gee, also, Chapter on IV’ut, Part 
IV, «nd Attacks on the Doctrine 
of Bent, Part VI] * 
Landlord, the, as a claimant to a 
share in thejiroduct of industry, 
252, Chap. \ Part 1#, 328-34, 
368470 « 

Latin-Union, g<»-called, its mono- 1 
tary, league, 195, 571 \ 

Laws, how far slndl they be con- 

.V-jn 


Leave-them-as-yon-flnd-them rule 
of tat^tipn, 5^ 

Leslie, T. B. Clillo: influence of 
naturd! theol(jgy on political 
economy, 85; infltenco of a 
•popular tenure of tlie soil upon 
population, in France, 401 * 
Liverpo#!, Lot#: ancient bankers, 
532 

Loans, [Sfc lu^rcst and Usury 
^awsT* 

Locke, John, oi* usury, 434 
Lotteries (US a means of revenue to 
the State, 579 

Luxury, ideas of, develojxid in the 
progress of society, 19; its ap- 
peafance Jin human societies, 
398-9 ^ 

Machinery : great idifEerciices 
among (iiiferent peopled in the 
c.apacity of using it, 784; intro¬ 
duction of machinerv as !. cling 
to si't producers and coiusumcr.s 
apart, 231-6 • 

MalUius, T. Iv. . the lar?of popu¬ 
lation, 391, 395, 402 
Man, the economic, 21 
Manchester, or Ijuimz Faire, 
school of economists, 348 
Mansfield* Lord: diffusion of 
tuxes, 006 * 

Manufactures; not subject to the 
condition of diminishing returija, 
53 4 ; plea for building up local 
manufactures to prevent waste 
of soil. .56-9 : rjlation to agricul¬ 
ture, in new countries, 018- 
23 

Market, what is it f 134 
Market price, its relation to nor- 
m»l price, 139 

Marriage ; early marriages in Ire-* 
land, 394; discouraged ^ econ¬ 
omic desires, 897 * 

Marshall, Alfred and Mary Paley, 
Eronomi''!!^*hulaetry: hone.sty, 
a part of the “ personal wealth ” 
of a country, 9 ; possible savings 
of Asia and England contrasted, 
9Sn ; influence of “plant ”011 the 
prices of commjditfcs, 144ns the 
course *of speculation and the 
cause ol pitnics, ^2; effect upgn 
accnmu!ati *4 of a low rate (jf 
interest, 188n; odgin of business 
profits, 311 
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Martineau, "Harriet. effects of a 
premium on illegitipaj^r, 460 
Massachusetts paper money, 443 
Mastership in production 85,10?9, 
231. 239»18ee*cliapter on Profits 
in Part IV ; also artidc jCo- 
<ftx,‘ration in Part VI] 

Materials, the thiiid fornwf capital, 
96-7 

May, Sir E: %c English Crown 
lands, 576n 

McCulloch, J. : varying fer¬ 
tility of soils, 254; relation of 
wages to profits, 3371i; wages 
ami cheap food, 404 ; govern¬ 
mental expenditure, 414; effects 
of an increase of ti9e moqey sup¬ 
ply, f545n; proposa(j_ the purely 
economic theory of taxation, 683, 
605(«. his treatise on taxation and 
the funding system, 586 
Mcsisure of v.aliic, .so-caillcd, [See 
Denominator of Value] 
Mech.anicul industry, not subject 
to th(< condition of diminishing 
returns, 53-4 

Medium of exchange, money serves 
as the, 162; how about paper 
money ? 2o0 
Metals as money, 166 a 
M etals, the piycious, as money, 
167 ; tile irregularity of their 
, production, 188-9, 440, [See also 
Bi-raetallrism and Multiple Stan¬ 
dard] 

Middlemen in Ireland, 272 
Mill, .lohn Stulirt: correctne.ss of 
the popular conception of wealth, 

6/fails to observe distinction 
between wealth and property, 
15 ; his statement of the premises < 
of the llicarilian school, 21; he 
replies to Comte’s criticism foun- 
detf on the con^emm of the social 
phefiomcna, 39 recognizes ex¬ 
change as a department of 
jwlitical economy, llln; the 
friction of retail tr^e, 149; the 
equation of international de¬ 
mand, 153 ; Uie unearned incre- 
jnent of loni 284, 497-500; doc¬ 
trine of the wge fufid, 453 
^iues, rental Sf, 287 , 

, mints, of various,epuntrigs, 180n 
Mobility of (Sipital a»d labor, how 
far secured, 104. 339-45 


Money, Chgips. 3, 4, ^and 6, Part 
.111; interest paid, in general, not 
,for tie use of mfiney, but of 
other forms of capital, 286 [See, 
also. Bank Money, Inconvertible • 
Pajair Money, Political Money, 

* Bi-metanismJ 

Monometallism [Sec Bi-rnetallism] 
Monopolies, as a source of revenue 
to the State, 578 * 

Monopoly yalue, 121* 

Moral considerations, how faf do 
they concern the economist ? 19, 
36 

Moral elements of supply and de- 

* mand, 147 

Mosaical code, prohibits usury. 

Mortgages, are they wealth, or only 
property ? 15 ' . 

Motives, economic, jhall all jbe 
taken by the economist, or only 
a few leading motives ? 16-22 
Multiple Stand,ard, for defemid 
laiyiuents? 191, 459-64 
Na])oleon, avoided tlie use of 
paper monej^ 214 
“National” Political flSconoTHy, 
so-called, 32; why .should indus¬ 
trial cornispond to political enti- 
I r ties ? 615-6 

' Nationalization of the Laud, 493- 
.5115 

Natural Theology: its relation to 
political economy, 35 » 

Nature, the assumption of alxmef- 
icent constituSon 6f, as iullu- 
encing the; pufsuit of political 
cconomjr, 35 

Nature, human: how far sliall the 
[ economist seek to comprehend' 
it, ’am* include it in the premfedS 
of, his reasoning ? 16-22 
Ncison, Dr.; varying mortfklity of 
rile several trades and professions. 

New countries, so-calle^, why 
wages arc high in them, 618- 
28 . , 
Nicholls. Sir George: effects of 
Oilb^rs a(^, 4^ 

Nitrification, so-called, as p means 
of renewing tjie soil subject to 
cultUK, 59 

Nominiil m. real wages, 321 ^ 
No mina l ®s. real cost of labor.*321 
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Normal prifc; its relation to, mar¬ 
ket priw, J37-S • • 

Norman, Geo. Warde: tile tli^pry 
of bank money, 335 
Nortli,,Dudley: free coinage, 195 
Occupsitioat change of* as a mea^s 
of Bflieving the labor jnarkit, 
313 • 

‘Offlccs, sale qf, 575 
One price tijily for a commodity, 

. . 

Opinion, publir: influence on 
wages, 853-4 

Organization of industry, H4-5; as- 
atfecting price, 144 
Ortes, G.: intimates the hrfrs of 
population, 395 • 

Over-ia-oduction, what the term 
means, 408-10, 

Ovcrslonc, Lord; tlie theory of 
Jlaiiik money, 325; the course of 
speculation and over trading, 
333; fictitious depoxils, 433 
Panics, the causes ot'*233-3, 339 ; 

in the United States, 213 
Paper inomy [Sffi Dank Money 
•iind lujonvertibTe Paper Money] 
Rirof exchang;^: what it is, 513; 
betwf'cn gold-using and silv( r- 
using countries, 5G1 
Parii*, E. de : the jilerature of< 
taxation, 585; the illusion of 
faxes, (509 

P astures: relation to arable lands, 
277 ’ 

Pastoral st;^te, tlu‘, 01 
Pauperism, 440-53 
Perry, A. L. Prof.: doctrine of 
the pndiflercnce of Mie rale ot 
profits. 373, 379; doctrine of the 
wage fund, 453 , * ^ 

l^ttv. Sir Wm-: his thet^-y of tax¬ 
ation. 592 • 

Plf^slocrats,* the French, treated 
Jtolitical economy as an art, JO ; 
deemed agriculture llie sole 
sour»e of wealth, 48 ; their the¬ 
ory of *axation, 583 '* 

Physiology of •man, how far of 
consequenemto the tnonomist V | 
P5-30 • < *» 

Piekiii^, or selecting, the coin, 179 
Place-value, 40 • 

Plant,* so-called, its exigence as 
iffecting price, 144 
Plutology, the term offered by 
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Prof. ITearn ns a substitute for 
political (j;onomy, 43 
Pplitical economy, its character and 
logical tnetliod. Part I 
Political money 4518-45; fSee 
al.s^.Ineonvertible Paper Money] 
Polities, and economies, 349 * 
Polo, MiJ'co: tke (Jhinese pa|X)r 
money, 390 

Poor lawy [See fauperism] 

P(Uie, thOis a caiataiist, 573 
Po|iulation incr<*ises as Iribes imss 
from the hunter to the iMustnal 
state, and again as they initiate 
‘igriculture, 00 3; relation of suh- 
.sislenee to popul.atiou, (lliap, 
^1-51, Part V.» elfecl of the increase 
of popnJiWio’; in driviifg culti- 
vatimi down to infwior .soils, 
51-4, 00, 357, 371-4 ; |[H(«. also, 
'I'lie Nationalization of tlie band. 
Part VI 

Potato philosophy of wages, 404 
Practical men, so-cfilled or .self- 
called, their readiii<’.ss*lo as.sert 
their opinions on economic ques¬ 
tions, 41 

Prediction, capability ,of, made by 
M. t'omte atest of a true science, 
35 • 

Prejudice.s, popnjar, tlieir influ¬ 
ence on jiolitical economy, 40 
Premises of political economy 14>- 
23 * 

Price, relation to laluc, I15 ; but 
one price for a. commodity, 132 
normal tiud mark . |iricc, 137-9 ; 
•price the agent in tlie*ii.icr- 
nationai distribution of ilioney, 
170 ; ixdation of rent to the priee 
of •land, 201; to tin ,rrice of 
;igricultural proTluce, 302 ; re-' 
l.itiou of prolils to the [iriee of 
manufactured produce, 3*1 
1’rk‘e-current^eed of, 183-'j; how 
about pai>efiiioney ? 210 
Price, Donamy, objects to droji- 
Iiiug the word wealth, 5 ; depre¬ 
ciation not a necessary r(s>ult of 
inconvertibility, 213 
Procreative forct the, its-qajia- 
bilities,* 391-3 ; ^ts persistence, 
394 ; amajonized by economic 
de-sirw, 397»4C1 * 

Production*of weifith, 44; Part 
II; moiics of production, 40 ,• 
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agents production, 47; pro¬ 
ductive capabiiity a, commun¬ 
ity, Chap. 4, Part II; reaction 
of exchange, upm Jiroduction, 
Chap. >; Part III; reactfon of 
distribution upon production, 
t’hap. 8, Partly 
Producers and iconsufiers, tlfeir 
relations and possible mismidor- 
standings, Clfsp. 7,,Part III 
Productive co-operatidli, [See Co¬ 
operation] t 

Production, cost of, how related to 
value, 119-134,151-8 
Profits, of tile entrepreneur, his 
motive in production, 331,239; 
profits, a share o^he product of 
indnstry, 253, Cha(|^ 4, Part IV; 
profits and rent are species of 
thot same genus, 307-10 ; profits 
do not form a part of the price 
of manufactured products, 811; 
are not obtained by deduction 
from wages, 313; dwtriiie of 
the filidiliereucc of the rate of 
profits, 373,379; in eo-opiration 
the laltorcrs aim to secure the 
entrepreneur’s profits, 37C-7 
Progre-ssive taxation, tiOO-3 
Propi-rty, relation to raealth.lfi 
Protection m. freedom of produc-. 
tion, 611-33 

Protectionist writers, hold that 
each country has a politi(3ii 
economy of its own, 32; make 
much of the exhaustion of the 
soil, 56-8 [Sec, also. Protection 
i'reedom of Production] ' 
Purfty, Fred.*: variations in wages 
throughout England, 856n 
Purveyance, us a means of rtvenue,* 
580 

Quasi taxes. 578-81 
Quef^^ay, M., his school of ocono- 
mists, 29, 48 , 

Raguet, Condy: Mink money in 
the United States, 223,225 
Railways of Germany, 577 
Real n. nominal wages, 819-20 
Real m. nominal cost of laW, 321 
Raaiized tvealth, (taxation) [See 
Wealth] 7 

Jledccmability of Tpaper moneyf 
, what it implies SDhaps. 5 and 6, 
Part III ^ ^ 

Registration of^landfthe require- 


njent adds virtualIy«to the facility 
• of tfcnsfers, 35l , 

Elent, &s a share in the distribution 
of tlie product of industry, 253, 
Chap. 2, Part IV ; its lyilation to 
( the pri(% of land, 261; its rela- 
I tion to tlie price of agricultural 
produce, 262 ; tends to rise with 
growth of population, 257, 289, 
497 ; rent and prqfits aie species 
of the samg genua, 307-10 ;,do(ji 
rent belong in equity to the com¬ 
munity ? 284 [See also National¬ 
ization of the Land, and Attacks 
, upon the Doctrine of l^nt, 

‘ PhrtVI] 

Repercussion of taxes, [See Diffu¬ 
sion, etc.] • 

Reserve, specie, of bank money, 
223 _ t 

Restriction, so-called# the Englfsh. 
207, 444 

Retail trade, the friction of, 148-9 
Itevenue (individual), as the basis 
of taxati^n, 589, 591, 598 
Revenue of th); State, 572-84 
Ricardo, David; his schoflli of 
IMilitical eeoilbmy, S3; trtats 
political economy as a science, 
not as an art, 30 ; his ^iews on 
seigniorage, 197-200; dgprccia- 
tion not a necessary result of 
inconvertibility, 313n; his rela-, 
tion to the doctrine of rent, 265; 
[Ste also. Attacks on the Doctrfee 
of rent. Part VI], relation of 
wages and profits, 337; the in¬ 
cidence of a land tax, or tax on 
rents, 4®9 ^ 

Rogers, .1. E. T. : rents in Eng-* 
fejjd, 269; wages and che& 
food,*427n; co-operation, 427n: 
the insurrccdon of the peasantry 
under Richard II,* 409; tin? dif- 
, fusion of taxes, 607 J 

Roschir, Wm. : definition of capi-* 
tal, 87n; proportion ofc-produce 
cotisumed upon the fcrm, 112n ; 
advocaites tabular or multipfc?* 
standagd, 191 ;,tbe variety of 
man% ccolion«* wants, S95n ; 
his reference to il. C. CSrey, W 
Russia, the cfflaiency of its labor¬ 
ing ^pulation contrasted wift 
that of the English, 76-. gapei 
money, 443 
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Safe deposit^ as a banking f|inc- 
tion, 528 , ’ » • 

Sauitaiy conditions, as affecting 
the efBciency of labor, 69,70 I 

'Saving [ikie Abstinence] ' 

bay, .1. B.'>progressiv% taxation,, 
000 ; jdillusion of taxes, 007-8,,^ 
Scarcity valuP, 121 
^flioois of political economy, 16- 
23 • • 

§cic»cc, docs politica> economy 
attain this dignity ? 25; distinc¬ 
tion between iwlitical economy 
as a science and ns an art, 27-8 
Scotch, once an idle people, 78 
Scotland, inadequate sliciter oPtho’ 
tailoring population, 70 ’ 

Seasons, their influence on regu- 
larifyof employment, 320 
Seignio»agc, Cliap, 4, Part III 
Sefjeting, oi» picking, tlie coin, 
179 

Senior, N.'W.: relation of value to 
wealth, 7 ; relation iff gratuity 
to value, 12 ; relation of riglits 
or credits to weaWi, 15 ; distinc¬ 
tion betycen political economy 
riS a sciaice aifll as an art, 29 ; 
labor not es.seutial to value, 120 ; 
monexis “ abstract wealth,” 184; 
cppcf’tunities for extfi earnings, * 
319; the consumption of wealth, 
881; relation of famine to war, 
395n ; the order of succession of 
liuuian de.sires, 396; what' is a 
luxury ? 1^99; Ips statement Jof 
the law of popmation, 395 
Sentiment, persenal, excluded 
fromjjeflnition of vnlSe, 7; sen- 
tiu)eut and political economy, 
*88; sentiment as modifyine *he 
‘iftflucnce of competitionMS® 
lervlces, distinguished from gom- 
mfidftics, >17; services of the 
pQspessors of health, skilj, 
strength and intelligence «my he 
the subjects of exchange, though 
those cpialities can not* he, 

^ vv 

Jettlemont, (pMochial),* Englrsh 
Ian of, 451 • » ^ 

Jhelter,^ts relation to subsistence, 
884 • * . 

lhocks,i economic, their Jfopaga- 
tiv* through the industrial and 
commercial body, 237-43 ^ 


Silver, [See Precious Iifetals; in its 
relation, tcv Gold,- see, also, Bi¬ 
metallism] 

Sismondi, Kl.: ri^ts in Tuscany, 
27(f;influente of a pSpular ten¬ 
ure of the soil upon population, 
401 

Skill is no| wcallJi, though it may 
become the means of acquiring 
wealtli, WO '* 

Slave laboOhe cause of its indfl- 
caency, 77 , 

Smith, A<him : his Wealth of Xa- 
tions, effect upon the relations 
(if States, 3; treated iwlitical 
economy mainly as an art, 30; 
{jis econocke, writings^ influ¬ 
enced by j(Ss vi''ws as a professor 
of natural theology, ; bank 
money, 223; the immobibty of 
ialxir, 340; masters always in a 
combination not to raise ' •• ;es, 
4()8n; tlie bank of Amsterdam, 
523; voluntary contributions to , 
the State, 512; inefflcJcncy of 
goveriimmit administration (if 
productive property, 5?6; his 
maxims regarding laxjdiou, 586-9 
S.icial divithW theory of taxation, 
588 » 

Socialism, 624-33 , 

Sociology : its relation to jiolijical 
economy, 39 , 

Soil, tlie, a fund for Hie endow¬ 
ment of the liumaii lace, 55 
Soldiers, tlieir services eiionomic in 
England, nou-eeon ,mie in Ocr- 
fnany, 8 ’ 

Solidarity' of the family, as related 
to natural selection, 3911 
[•Speeiei reserve of hank aioney, 

I [SeeKeserve] 

' Sprenlation, the course of, ^2-3 ; 
tlij» speculatmg class and* their 
gajns, 361-4 ' 

Steuart, Sir Jamts, treated politicid 
economy as an art, 30 • 

Standard of deferred payments, 
usually called standard of value, 
184-90; how about iiajx'r money ? 
218-9; how oh£int» bi-miStiJIte 
money ? ^0-5, ^ee also Multi- 
I > pic Staudarff] , 

StatisticiMi, tl».economic, to be. 
(iistinguishid iroifl the econo¬ 
mist, 34 
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Stock, influence of a stock of a 
commodity on its pripe|il39-43 
Storage, necessity of, as affecting 
price, 148 , _ * , 

Strikes, 860,. 468-70; co-opejation 
wjuld abolish strikes, 480 • 

Structure in industry, 103-9 
Subsistence: 86-7,»94, 91 453-5*• 
in its relation to population. 
Chapters 1-3, Ikirt V. 
Substitution of one coimflodity ^r 
another in use, as affecting price, 
143 , 

Successions, limitations upon and 
taxation of, 573 

Sumner, W. G. Prof. : the doc¬ 
trine pf protcctiod(*614, 616 , 
Supply * and dcmanAi 125-140 ; 

(Mouey)»174 * 

Suj)ply»ji not equivalent to stock, 
140 

Survival of the fittest, how far 
carried out in the human family, 
390 

SympathJ' with labor, [See Opin¬ 
ion, Public] 

Tabular standard, for deferred pay¬ 
ments, [Sec Multiple Stand¬ 
ard] 

Taxation, its place ii» political 
economy, 357-90; Bentham’sand 
Mciilulloch’s view of taxation as 
stimulating production, 414-6; 
how taxation may be considered, 
588-4; the princiidcs of, 585-610 
[See, also, Qiij-si Taxes] 
Territorial division of labor, 
the'protectionist argument for 
limiting it, 611-6 

Theology, natural: the proper aP 
titude of the economist towards 
• it, 35 

Thomnson, Prof. R. E.: exhaus¬ 
tion qf the soil, 56 *' 

Thornton, Henry- the country 
banks of Englanar525 
ThUnen; J. H. von: the principle 
of diminishing returns applies 
even to the harvesting of crops, 
53n 

Titles; sale dt, Ijrfi 
Time-value, 46, * 

Tkicquovillc, A. de; shlc of offices 
• in Shance, 575 , • 

Tooke, Thoinas: depreciation not 
a necessary resjilt of inconverti¬ 


bility of i»per monqf, 213n; the 
tJicory of liank'mopey, 224 
Tepls, ale second form of capital, 
95; their importance in produc¬ 
tion, 98 , 

TJorrens, liobert: tlie^theory of 
f'nnk money, 225 
Trades-Unions, 465-6* [Sec, also, 
Knights of I,abor,jPart VIJ ' 
Transportation, in ilj relation to 
rent, 3.59"60;, in its relation to, 
prices, 176 

Tributes from colonies, dependen- 
. cies and conquered nations, 574 
Truck, 473 

Turgbt, A. R. G.: the only physio¬ 
crat who treated political econ¬ 
omy as a science ; his strictly 
scientific method, 29 ' 

Twks, Travers : the potato «n Ire¬ 
land, 404n t I, 

Under-protluction, what it results 
from, dOMtl 

Under-consfimption, so-called, 409 
Unearned in^rement of land [See, 
Increment, etc.] 

United States; uie laboring pdp:i- 
lation well feiP and '^cll sh^- 
tered, 68-70; capable of using 
delicate and intricate maejunery, 
a 75; its m(fney, 223-5 [See* also, 
Greenbac:ks]; panics, 243; rents, 
268; increase of iwpulation, 392; 
its usury laws, 419; its banking 
ageifcics, 588-9, [see, also, thi 
National Bankmg System, Part 
VI ]; considerwl wim reference 
to the quc.stioit of protection, 
616-23 * , 

Usury and usury laws, 368-9. 
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character and logical jrffeTHOD OF .POLITB 

CAL ECONOMY. 


1. Whft Political Economy is.—Political E(^noi:^ or 
Economics, is the name of that body oi* knowledge which 
relates to wealth. 

Political Economy has to do with no other subject, whatso¬ 
ever, than wealth. •Especially*should‘the stud(yit of ecqfto- 
mics take care not to allo^ig ^any purely political, ethibal or 
social considerations t« influence him in his investigations. 
All that he ha?, as an economist, to do^is to find out how 
wealth is produced, exchanged, distributed and consumed. 1^ 
will remain for* the sogial philos^her, the •moralist, or the 
statesman, to decide how far the pursuit of wealth, acceding 
to rti^lays discovered by the economist, should be subordin¬ 
ated ^ other, let us say, higher, considerations. The more 
strictly the several branches of inquiry are kept apart, the 
better jt will be for each and for all. 

^ The economist may also be a social philosopher, a moralist, 
or a statesmani just as the mathematician may also be a 
chemist ^r a mechanician; but not, on that account, should 
the several subjects-be confounded. 


«i- 2. Political Boonomy does not Inouloste Love ofWealth. 

—Because political econonfy confines itself to discovering the 
dawf qf wealth, it has by some been called, derisively, the 
Gospel o^ Mammon. In reply to tllis sneer it would be 
enough to %ay that, while wealth is not the sole interest of 
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mankind, it is yet of .yast concern,' of vital concern, to indi¬ 
viduals and to communitlea As cuch, it deocrves to be 
studied. Now, if it is to be studied at all, it will best be' 
studied by itself. The easiest and surest way to increase our 
knowledge of any subject is to isolate it, and investigate it, to 
the strict «exclusion, for the time, of all other, subjects. 

But moremay be said. Political Economy ^does not incul¬ 
cate love of wesflth. It simply inquires how that passion, or 
propensity, in the degree in' which it exists, does, in fact, 
influence the acaon" of men. Political Economy has no 
quarrel with passions or prc,v3nsities which may, in a greater 
br less^degree, supplant the love of wealth. It does not 
assume to sit in judgment on human conduct; It exercises no 
choice' among hvman motives; It simply undertakes to follow 
c»a''“8 to their effects in one single department of human 
activity, viz., the jiursuit of wealth. 

3. Political JBoonomy Tempers the Passion for "Wealth.— 
So /ar from ministering to greed, ii would be easy to prove 
that the study of Political Eeanomy has tended, by showing 
how vealth is really best gained and kept, to banish a raven¬ 
ing, ferocious greed which seeks to snatch its objects of desire 
by brutal violence, at whatever cost of miseiy to others, and 
to replace this by an enlightened sense of self-interest, which 
seeks its objectt through exchanges mutuaLy beneficial, and 
whic|i supports social order and international peace as the 
conditions of general w ell-being. 

Political Economy does not plant the love of wealth in 
human minds. It finds, it there, a strong, native passion, 
which, but for enlightened views, is likely to break out into 
private rapine and public war. A little more than one hun¬ 
dred years ago, before Adam Smith published his great work, 
“ The Wealth of Nations,” it was a maxim of public policy, that 
only one party to trade could profit by a transaction, and that 
all which one party might gain, the other must lose. Out of 
this root grew wars and commercial restrictions which set 
man against man, and nation against nation, maicing the 
intercourse of even the most civilized states a game of deceit 
and violence. Adam Smith left the love of wealth in human 
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mindsi not ijetnl^ed but enlightened. Little more than a 
century has r lapsed, yet mankind hive made greater progress 
tovirard humane and mutually advantageous international 
relations in that time than during all the other centdriee of 
human uistory. 

4. But What 4# Wealth P—Economists have found much 
diffii^l^ in defining Wealth ; ai.J not a few writers,' espe¬ 
cially of late, have chosen to abandon the wot3 Sltogether. 

Several of these have called Political Economy the Science 
<ff Exchanges. J3uj the use of this te-m only rert.*&ves the 
'essential, difficulty of the stiblc it one stage further away. 
Exchanges of wdiat ? All human life, in society, is'iAade up' 
of exchanges, in feeling, word and act. The family relation, 
the neighborhood, the State, the Church, inij^y an unceasing 
exch.ange of sympathies, activities aidl incentivvs, only a 
portion of whicli are w'ithi® the view of the economist. 

If we sa}'’ exchanges of wealth, we have not esc.apcd the 
* difficulty of defining Polilical Economy, since we h.ave, all the 
same, to tell what wealth is. 1' we say exchange^ of services, 
we must further explain wjjat sort of services we Aean, 
since there Is an infioitudo of services of map to man, 
in a great variety of relations, with which Political Economy 
can claim to h.ave nothing to do. Tlie services of parents to* 
children, of chik'A'cn.to parents, of children tl) each other, of 
friend to friend, do not Jorm any i^art of the subject matter 
of IJplifical Economya * • . 

If say economic services, ive have still to define the 
scope ol* the word economic: that is^ we are back again at 
the jKjint fyom which we Started. 

6. Trie Term a Popular One.—The substitute offered for 
the term wealth,^in describing the field of Political Economy, 
proving thus defective, let us see what we can do with the 
word so long in use. , 

^Wealth is, as Prof. Price justly observes, “ the word which 
belongs 4o the world which Political Economy addresses.” It 
vgouW, th*?reTore, be a matter of regret, were it to be .aban¬ 
doned unnecessarily. When the mail of Tmsiness, the laboring 
man, even tlte man of leisure, is told that Political Economy 
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is the science of wealth, he at once feels drawn the su\)ject. 
No one is above, few ard below, a»* interest ijl 'the subject. 
But the term, science of exchanges, is not especially attract-* 
ive. • A' banker, deeming that “ foreign exchanges ” are mgant, 
may at first jhink himself concerned ;*but will discover lii.% 
misap^rehension,when he opens the book. The great majority 
of people will doubt, on hedring the title, whether they^are 
much or any\hi((g about the science of exchanges. 

Since, then, so great popula* interest attaches ter the word, 
wealth, L would'T)e t pity\o lose the us^of it without good 
reason. •' < ' 

* 6. Yblf Subject to Scientifle 0.368.—And we note that thp 
conception of wealth formed by men who are not students of 
Political Economy, is clear and well-defined. It i,s only 
scholars, when they ^egin to talk and write about wealth, who 
find any difficulty in the use of the word. Stop a dozen men 
in succession, and ask them what constitutes wealth, and you 
wiK find an almost perfect agreement. “ Every one,” says 
m John Stuart Mill,' “has "k notion sufficiently correct for 
comffion purposes of what is meant by wealth. The inquiries 
which relate to it are in no dange* of being confounded 
with those relating to any other of th% great human 
interests.” 

Moreover, if Ve inquire what is the difficulty attributed to 
the use of the term, we find that it relates, not so much to the 
definition of wealth,‘ad to the formation of a catalogue .ofi the 
articles which make up the wealth of an individual or com¬ 
munity. 

Now, it is not important that* suefl a catalogue, should be 
formed. It would not even be fatal to a definition of wealth 
that certain objects should be found H'hich seemed to fait 
across the line of demarkation. All definitions in Political 
Economy, as, indeed, in the natural sciences, are subject to 
this condition. Few^naturalists will presume to say just whece 
the vegetable kiftgdom ends and the animal kin^donf begins. 
There are objects in nature concerning which it woul^ puzzle 
the most learned scholar to s.ay whether they are animal or vege¬ 
table. Yet we do not,- on that account, hesitate “to say that a 
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tree belong»to the vegetable, and an elephant to the animal 
kingdom. ’■ 

7. Belation of Wealth to Value.—Wealth comjirises all' 
artwiles^of value am^ nothing else. If any thing hav(^ not 
jalue, it does ijot belong to this category. It may conceiv¬ 
ably *be better than wealth ; but it certainly is cither than 
wesrttlv It mjy become a means of acquiring \y^alth ; but it 
is not wealth itself. In the language of Pr>f. N. W. Senior, 
^‘the wofd.s wealjh and value'differ as substance and attri¬ 
bute. All those things, and those Oi/ly, which constitute 
wealth* are valuable.” 

• 8. But What is Value P—Value is the power Vhich an 
article confers upon its possessor, irresj)ective of legal 
authority or personal sentiments, of commaniing, in exchange 
for itself,^the labor, or the products ot the labor; tf others. 
Briefly and somewhat elUptieally sja'aking : Value is power 
in exchange. 

We say: irrespective of legal autliority. The Empero# of 
Germany can, by a*word, call fwo millions of ma . from tljl'ir 
homes and send them to distant fields, even to foreign 'lands, 
to work, to watch, to march, to fight and to die^ Yet these 
services are ndl economic, because not yoluntary. On the 
OthA hand, the services of a soldier in the British army are 
economic, as th^ are rtmdered under the tcnils of a voluntary 
enlistment, the result of a fair and ojteu bargain betweiai the 
crowi^and the subject. 

AVe^say also : irrespective of personal sentiments. The 
mother hangs owr the sick bed, day. and night, draining her 
verj^ life blood to save ifer child, llcr services are not eco¬ 
nomic, V'cause dictated by a jiurely personal sentiment. On 
the other hand, the work of the hired nurse and of the feed 
physician comes fairly within the x iew of the economist. 

0. Trtmsferability Essential to Value.—We note that 
exchange implies two exchangers. Vajue is, then, a social 
phenonJenon.^ * ’ 

• Bfftjex^hange implies, also, the capability of detaching from 
the present possessor the articles to be exchanged, and making 
them over ft) another. 
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Do health, strength,- intelligence, skill, possess, this capabil¬ 
ity? Are they wealth ? Bave they^alue? 

Not a Jittle of the difficulty which has attended the use, in 
economics, of the word wealth, has arisen from attributing 
value to such properties or possessions as these. Ppof.. Alfred 
Marshall, -in his admirable work, “ The Economics of Indus¬ 
try,” even includes honestj in the “ personal _ vealth,” ^f a 
country. i, 

But let us apply the tesu of our definition. Can these 
possessions or properties be exchanged ? Can health, strength, 
intelligence, skill, be detoehtd and become the property of 
another ?' No ; they can be taken awjiy from one, as by sicki 
ness or death ; but they can not be made over to any one else. 
The gouty millicnaire can not, with all that he has, purchase 
the robust.ihealth of the laborer by the wayside, or buy for 
his empty-headed son the learning or the trained faculties of 
the humblest scholar. Hence, all that which some economists 
have called intellectual capital, and all that which, by an-alogy, 
might be called physical capital, are to he excluded from the 
category of wealth. _, 

10. Bett^than Wealth, but not Wealth.— Those posses¬ 
sions or jyroperties have seemed to be things so desirable in 
themselves, so much to be preferred, in any right view of 
human welfare, that excellent writers have iiot been able to 
bring themselves to leave them out of the field of economics. 
But Political Economy is the science, not of welfare, l^ut of 
wealth. There may be many things which are bettgr than 
wealth, which arc yet not to be called wealth. A good name 
is rather to be chosen than riches, and loving fcivor.^han 
silver and gold ; yet a good name is not riches, and loving 
favor is neither silver nor gold. 

Here the popular understanding of the word coincides with 
the definition given for scientific purposes. Plain men do not 
speak of such qualities, or endowments, as being wealth. No 
merchant or manufacturer or laboring man would indade any 
one of these items in an account of his wealth, ho'^evpr pre- 
cious he might esteem them. 

And it is to be noted that it does not matter whether the 
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incapacity tp d<^tach and make over possession to another, 
arises from the nature -of things, as in the case of personal 
‘ health and strength, skill and intelligence, or from the con¬ 
straints of law or public opinion. In Circassia, a beautiful 
.daughter ^s wealth, add is popularly so accounted. No oie in 
'maki.ig up the list of his wealth would omit this item, any 
morp than he would leave out ins horses or his fields. In 
Christian countries, a daughter is not weal^’i, though she is 
far better-than wealth. The Proclamation of Emancipation, 
in the United Statpp and in Russia; anirhilatcd a vast mass of 
^ wealth; it created what was be,t>r than much wealth—a body 
of free men. .1 ’ 

But while strength, skill and intelligence can not be 
detached, and transferred, and thus can npt be said to be 
wealth, the present use of them can he assigned ^to another, 
and hence* may become the subject of exchange. The rich 
valetudinarian may command the services of the robust 
laborer, in waiting on his person ; he may hire the poot 
scholar to be tutor *0 his son. The usufruct of ^11 such quali¬ 
ties and endowments, therefjjre, properly constitutes ap item 
of wealth, and, by the force of contract, the capability of 
transferring this species of wealth may be extended beyond 
the present moment to considerable periods of time, as when'h 
man is hired by- the. month or year. 5 

11, Belation of Wealth to Cominunity of Goode.—^ut it 
may be objected that, inasmuch as exchange ipiplies a present 
individual possessor, were community of goods or of labor to 
be universally established, there wojild no longer be such a 
thing as wealth, or such a department of human inquiry as 
Political Economy 

■* To this it is sufficient to reply, that community of labor or 
of enjoyment is simply impossible, from the very nature of 
mankind. 

Were a hundred persons to unite in such a society, each 
would have to work by hihiself: the e^xerlion must be his; 
.the pain and weariness would be all his. On the other hand, 
what he received from the commoif stock, would be his 
own ; the food would nourish him alone ; the clothing and the 
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food would warm only^him ; none cf Lis fellpws ^jronld ishare 
in the pleasure or the benefit of whatjhe consum^^. ' 

The so-called community of labor and of goods, then,' 
amounts 'simply to a mode of roughly apportioning excrjion 
and enjoyment, on the basis of an assumed equality of'abilities, 
and of needs. ' Subject to all the injustice inv;(5rved in suA an 
assumption, gach'one of the<’inndred members would stilljjart 
with his servlct'f to his fellows, and receive from them his 
f remuneration, in the form of food, clothing, fuel and shelter. 

12. Reflation oif V^lue to Gratuity.—It will have heed 
gathered from what has been paid respecting viilue, thafewealth 
and wel,\-being are not Sj non}Tnous. Much which is essential 
to the latter is no element of the former. Wealth may be 
increased at the expense of well-being, as in the ease of the 
reduction of free laborers to the grade of chattel slavery. 
Wealth may be diminished temponirily by causes w^iich min¬ 
ister to the advancement of the community and the State, as 
in the case of inventions which throwout of use large amounts 
of,, material and apparatus, on of amelioj’.ating changes in 
nature which allow costly contrivances to be dispensed with. 

“ If,” wrote Prof. Senior, “the climate of England could 
suddenly be*changed to that of Bogota, and ti e wannth which 
we extract imperfedily and expensively from fuel were <sup. 
plied by the sunj.fuel would cease to be useftt,’,, except as one 
of the productive instrumtnts employed by art ; we should 
want no more grates qr.chimney-pieces in our sitting-rooms ; 
what had previously been a considerable amount of property, 
in the fixtures of houses, in stock in trade aTid.materials* would 
become valueless ; coals would sink in price ; the most exjien- 
sive mines would be abandoned ; those wjiich were retained 
would command smaller rents.” 

13. Continuous Displacement of Value by Gratuity.— 
We are now called further to notice that there is a‘constant 
tendency to this diminution of the sum of wealth, and even to 
the annihilation pf wdividual items, from age to age. So 
rapid and persistent is that tendency that, but fof thoincoease, 
of population, and the multiplication and diversiffcation of 
human desires, due to increasing civilization andd-efinement, 
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the subject matter., with which Political Economy has to deal 
would he Continually dinynishing. 

• How small the sum of wealth which would suffice for a 
community, in our stage of knowledge and skill, whidh-should 
aspire to live only as Well as a tribe of savages! The bcJats, 
tfie nets, the hulif, the clothing and the domestio'utensils of a 
primitive community represent an^ncredible ^moijnt of *exer» 
tion and sacrifice ; possess a vast amount of pi^ohsismg power. 
A like outfit would require bul^ an insignificant part of the 
iSbor power of a \nodern community, ^nd .would J^ve but 
little pivcliasing power. 

The tendency which has been noted^rises out^f tjif progi 
re*s8 of mankind in Ihe chemical and mechanic arts, by which 
operations formerly difficult are made easy; by which 
materials naturally scarce are made filentiful ; by which 
human necessities once urgently felt are wholly obvihted, and, 
finally, by which things once costing labor are made to pro¬ 
duce themselves sj>ontaneGusly. 

14. Growth of Hijman Want*.—In .fact, however, whij^, 
in any commimitj’, this displacement of value by gratuity is 
continually in ]>rogrcss, the increase of jiopulation and the 
multiplic.ation .an(d diversification of human waifts may be 
operating as steadily and strongly in the oflier direction. The 
labor that is madr free by discoveries and inventions is applied 
to overcome the difficulty's which withstand the gratification 
of newly-felt desires. The hut is pulled down to make room 
for the'cottage ; the cottage gives w.ay to the mansion; the 
mansioif to the pjlace. The rude covering of skins is replaced 
by the comely garment* of woven stuffs ; and these, in the 
progres^of* luxury, ^by the most splendid fabrics of human 
•kill. In a thousand forms wealth is created by the whole 
energy of the community, quickened by a ze.al greater than 
that w'hich animated the exertions (■' their rude forefathers to 
obtain a scanty and squalid subsistence. 

16. H^stinotion betwee» Wealth an<?'PBoperty.—A fur¬ 
ther jJisiSnetion is that between wealth and property. The 
neglecf o:^this has caused great confusion, especially in die 
cussions of tjie principles and methods of taxation. 
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Mr. J. S. Mill affords an example of the confusion of these 
terms when he says, rlsp^ting a mortgage on a'fanded estate, 
“ this is wealth to the person to whom it brings in a revenue,’ 
and who could, perhaps, sell it in the market for the full 
amount of the debt. But it is not wealth to the couhtiy ; ■ if 
the engagemfet were annulled, the country - 5760 ^ be neither 
poorer nor richer.” 

A more ac"e.rate statement of the case would be thih :t' The 
landed estate is'wealth, that is, possesses value ; tj^iat is, con¬ 
fers upon its possessor- the power of commanding, iii 
exchange for itself, t'he labof, or the products of the Ifbor, of- 
,others. The mortgage is property, or a right to wealth ; in 
this case, a right to an undivided portion of the landed 
estate. The amount of the projierty of the owner of the estate 
is the value of ^the estate less the mortgage. There is but 
one body of wealth ; there are two properties, that of the 
owner, and that of the mortgagee. The wealth of the commu¬ 
nity is no greater and no less, whether the ownership of the * 
estate be entire, or divided into two or hglf a dozen properties. 

Indeed, wc might say that “j:)roperty ” is not a word with 
which the political economist Las any thing to do. It is legal, 
not economic, in its significance. 

• “ The wealth,” Says Prof. Senior, “ w'hich consists merely 
of a right or credit, on the part of A., with, a corresponding 
duty or debt on the part cf B., is nou considered by the Polit¬ 
ical Economist. He deals with the things which are the sub¬ 
jects of the right, or the credit, not with the claims* or liabili¬ 
ties which may affect them. In fact, the credit amounlj merely 
to this : that B. has in his hands a p.art of the property of A.” 

16. The Premises of Political Economy.—WTbat are the 
proper premises of Political Economy f that is, what facts 
and principles should the economist take to reason from? 
Are they many or few? Shall the economist take into 
account all the facts, mental or physical, which influence the 
phenomena of wealth ; or shall he confine himself tp certain 
principal facts ? 

Shall we take man, for the purpose of economic reasoning, 
precisely as he is found to be, with all his appetencies and 
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characteristics, syo far as they affect th^ power and the dispo* 
sition to Ifthorj or so far they incaease or impair the ability 
\)f individuals to secure their share in the distribution of the 
product of industry ? or shall we create, for the purposes of our 
reasoning, an economlb man, assumed to be impelled by certain 
IfcotiwiS in respbet to wealth, from whose actions men in gen¬ 
eral^ knowing themselves to be more or less fully controlled 
by SHuflar motives, may derive instruction ? 

Instead of seeking to extend mur knowledge of the aetual 
Conditions under which w'ealth is jfroduged by man,^hall we 
^ontenb ourselves with certain ]^‘*cling conditions, such as that 
food is produced -without human labof only in small quantitie# 
and very precariously ; that the soils (.f every country vary 
•ft'idely in fertility; and that of no soil can,the produce be 
increased indefiiutelj' without a more thi^ proportional expen¬ 
diture of Iftbor and capital.? 

Shall we take account of the various endowments, in the 
'way of soil and climate, mineral resources and water powei^ of 
different countries? • Shall we sftidy their institu^j ns and the 
predominant traits of charactqf manifested by their pcoplb, so 
far as these ap])ear to ^influence their actions in respect to 
wealth ? Or shaM we, on the other hand, disregard all that 
makas one nation to differ from another, caring to learn 
nothing of any wiiich would not hold good of*all. 

Ui)on the answer to th*ese (juestiotis depends the chai^eter 
and Jpgical method of Political Eeononn-. ITppn that answer 
depend^ alho much of the usefulness of this department of 
in(jHiry 8nd the interest it may be expected to arouse in the 
public mind. 

17. Tfro Schools .of Political Economy.—The differences 
<Jf opinion which exist regarding the proper extent of the 
premises of Politic.al Economy have given rise to two schools 
which are fcommonly called the Engl ish .and the German school. 

The economists of the former school insist that the proi)er 
premisesnof pure Political BVonomy consist (tf a few certain 
f^cts of Bum.an nature, of human society, and of the physical 
constitution of the earth. Th.at these, nof more than five or six 
in number, constitute .all the premises proper to the inquiry. 



12 


POLITICAL ECONOMY. 


That the scope of economic reasoning can not ^be extended 
beyond these without desfroying the purity and, sisn^licity of 
the science, and introducing error and confusion. 

The economists of the latter school hold that it is tl^e prov¬ 
ince of Politjcal Economy to explaii? the phenomena of 
wealth. That, in order to do this, the econqdiist must inquire 
how men dcr, in fact, behave in regard to wealth, constituted 
as they are, and;,under the conditions and efrenmstanePs in 
which they are placed. 

In thib view, r.othirg that importantly, influences the pro*^ 
duetion and distribution of wealth can be. neglected «l)y the'^ 
economist. All human fiistory becomes his domain. The other 
sciences, alike the physical and the moral, become tributary to 
the science he o;iltivates. 

With i^s premises fiius enlarged, Political Economy ceases 
to be something which one man of 8U])erior intellect could, 
with a definite exertion of his faculties, work com]>letely out 
at L sitting, as Beckford wrote “ Vathek ” ; and that too with- 
oht having visited any commlinity beyond the one in which he 
was‘born, or knowing a })age of history. Political Economy, 
as thus con^)rehended, becomes a work to which many men 
and successive ages must contribute ; the mUerial of which is 
accumulated in human experience, and is thus continually on 
the increase. K becomes a work which nevA- is, but is always 
to bft done, growing with *1116 growing knowledge of the. race. 

18. Prof. Cairnes’ Statement.—It has been said that the 
two schools of Political Economy are known as the English 
and the German school. The terms are not fortunate, iTiasmuch 
as some of the economists who have'labored most fully in the 
spirit of the so-called German school, hayc been natives of the 
British Isles. The best statement known to me of the tru6 
scope of economic inquiry is that given by Prof. Cairnes, from 
whose admirable lectures* I abridge the following paragraphs, 
preserving the autljor’s phraseology : 

The desires, phssibns and propensities which influence man- 

* “ On the Character^nd Logical Method of Political Ec'moiny,” flrtst 
published in 1857; reprinted, revised and enlarged in 1875, just before 
Uie lamented author’s death. 
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kind in the pijrsuit ot wealth are almos^ infinite. Yet among 
these are 6(bmejirinciple8/)f so mark#d and paramount a char¬ 
acter as both to admit of being ascertained, and when ascer¬ 
tained, to afford the data for determining the most important 
laws of tite production'and distribution of wealth. To posSess 
l^raself of these*iS^the first business of the politic*al economist, 
lie l^as then to take account of wme leading physiological 
facts connected tvith human nature ; and, lasJly,*to ascertain 
the principalphysical characteristics of those natural agents of 
pfoduction on whiclijmman industry is (^ercided. 

• But ih must not be thought tli.* when these cardinal f.acts 
have been ascertained, and their conseljuences duly developed, 
the labors of the politic.al economist are at an end. Many 
subordinate influences will intervene to disturl^ and occasion¬ 
ally to reverse, the operation of the more*powerful principles, 
and thus to*modify the resulting phenomena. 

19. Subordinate Causes in Economics.—The next step, 
Therefore, in his investigations will he to endeavor to ascerti^n 
the ch.aracter of those suhordinaft> causes, whether mental or 
])hysical, political or socd.al, wh^ch influence human conduct in 
the jmrsuit of w'ealth. Tjiese, wlien he has fouml them, and 
is enabled to apinfciate them with suflicient accur^cj', he will 
incorporate among the premises of the science. 

Thus, the political ijnd social institutions oi a country, in 
particular, the haws affecting the •tenure of land, wil^ be 
inclm^ed among such subordinate agencies. It Y'h he for the 
])oliticaT economist to show in what way causes of this kind 
modify tlie operation of more ftindamental principles. Again, 
any gjeat discoveiy in tlft arte of production, such, e. g., as 
the ste.ant engine, wilj be a now f.ae.t for the consideration of 
’tile political economist. It will be like the discovery of a new 
planet, the attraction of which, 0 }ierating on all the heavenly 
bodies wntlfin the sjdiqrc of its infliance, will ciiusc them more 
or loss to deviate from the path w'hich had been previously 
c<alculated for them. 

^In the "ame way, also, those motives and principles of action 
avliich may\e developed in the progress df society, so far as 
they may be fiound to affect the phenomena of wealth, will 
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also be taken account pf by the political econoipist. He will 
consider, e. g., the influeilce of custem in modifyilig human 
conduct in the pursuit of wealth. He will consider how, as 
civilization advances, the estimation of the future in ^relation 
to the preseny is enhanced, and the desire for immediate enjoy¬ 
ment is controlled by the increasing efficacy of prudential 
restraint. .He will also obswve how ideas of decency, cohort 
and luxury aVe {"leveloped as society progresses, modifying the. 
natural force of the ])rmciplt of population, influencing the 
mode ob expendrture^f dilfercnt classes, and affecting thereby 
the distribution of industrt.^J products. Even moi>al and 
“religioies considerations are to be taken account of by the 
economist i)recisely in so far as they arc found, in fact, to affect 
the conduct of men in the pujsuit of wealth. 

20. Bemarks on Prof. Cairnes’ Statement.— Nothing could 

be added to this statement of the logical method of Political 
Economy, as it is pursued by those Avho hold that it is the 
pravince of the science to explain the jihenomena of wealth ; 
and that, to,this end,’all cau'ses which, ■nhether primarily, or 
priifcipally social, ethical, ])hysi,cal or physiological, do, in fact, 
enter to affect the actions of men rcsj)ectiiig wciilth, should bd 
identified and determined, so far as may be, IStoth in their direc¬ 
tion and in the degree of their influence. ® 

In this view the economist who omits, an^ cause, structural 
or dynamic, jihysical or moral, which affects the jwoduction, 
exchange, distributiotf or consumption of wealth, must justify 
himself, not by the plea that such a cause has no relevancy to 
liis investigation, but by some plea which would excuse an 
admittedly less than comi)lete tVeatiBent of the subject, e. g.^ 
the lack of information, the limitations of the human laculties, 
or the need, for popular instruction, of very brief and very 
general statements of principle. 

21. Mr. MillonthoEconomioMan.-r-On the other hand, 
perhaps the best statement of the view taken by the econo¬ 
mists of the so-culle'd English scllool, as to the proper^>remise8 
of Political Economy, is that given by Mr. J. S. Mill^ in his 
work published in 1844. 

“Political Economy,” says Mr. Mill, “is concerned with 
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man solely ag a being who* desires to possess wealth and who 
is capable cff pdging of ihe compaAtive efficacy of means to 
‘that end, * * * it makes entire abstraction of every other 
human |)assion or motive, except those which may be*regarded 
^8 perpetually antagoftizing principles to the desire of wealth, 
namely, aversion*i,o labor and desire of the present enjoyment 
of cpstjy indulgences. These it* takes, to a centain ^tent, 
into Its calculafions, because these do not njpMy, like other 
desires, occnsionall^ conflict with the pursuit of wealth, but 
accompany it always, as a drag or Impediment, and a#e, there- 
‘fore, iifeeparably mixed up in tlit* consideration of it. Politi- 
cjil Economy considers mankind as occupied sokly in* acquir* 
ing and consuming wealtli.” * 

We have here all the elements of the econqpiic man. He is 
taken as a being perfectly capable of judging of the compara¬ 
tive efficacy of means to the end of wealth. That*s, he will 
never fail, whoever he may be, or wherever he niiiy live, 
whether a capitalist or a laborer, rich or poor, taughtg or 
untaught, to know oxactly whaf course-will secun his highest 
economic interest, that is, br^ig him the largest amouift of 
'wealth. , 

Moreover, that end of wealth he never fails tt/desire, with 
a steady, uniform, constiint passion. Of every other humaft 
])assion or motiv%, Pplitical Economy “ make* entire abstrac¬ 
tion.” Love of country* love of hdiior, love of friends, Ijve of 
learning, love of art, pity, shame, rcligk>?i, charity, ill never, 
so far as t’olitic.al Economy cares to take account, withstand 
the effort of the4‘conomic man to amass wealth. 

Tljjere are, however, tWo Imman passions and motives, of 
which Political Economy takes account, as “ perpetually antag- 
*onizing principles to the desire of wealth,” namely, “ .aversion 
to labor and desire of the present enjoyment of costly indul¬ 
gences,” fliat is, indqjcnce and gluttony. 

As by this view of Political Economy all men are taken as 
equally*^absorbed in the pSssion for wealth, so all men are 

* * In'fes great work, subsequently published, j^r. Mill did not confine 
himself to the method here described ; hut professedly dealt with Polit¬ 
ical Economy Ih many of its “ Applications to Social Philosophy.” 
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taken as eqtially lazj and self-irfdulgent. ■■ Tke South Sea 
Islander and the large-bitiiiied European are equrflK' averse to, 
exertion; equally subject to the impulses of iminediate 
appetite. ( 

22. Eicardo the Master of the English School.— Such 
are the fwitures of the economic mau, as delineated by Mr. 
Mill. Not. u few tre.atises llave been written mainly ae^'ord- 
ing to this nEdbod. The ablest body of doctrine ever’com¬ 
posed from this point of view'ls that of David Ricardo. Hence 
this schtyol of Rolitb'al Economy may not ina])tly be called 
the Ricardian. Mr. Ricardt?,.indeed, modified those ttssump- 
“tions s» far ss to recognize the difference in economic (jualily 
existing between men of different countries, not only betu een 
the East Indian, and the Engfishman, but also between the 
Englishman and the Portuguese. Within the same country, 
however, he recognized no stich differences ; but fudd rigor¬ 
ously to the few and simi)lo jiostulatcs which h.ave been 
staged. Hie acuteness of his intellect, the teii.icity of his 
logical grasp, mtike him easily the master of all the econo¬ 
mists of this school. 

23. Belations of the Two Schools.—It need not be a‘ 
matter of surprise th.at so wide a ilifferenee'lif ojiinion as to 
the pro])er scope of economic, inijuiry should have led to 
much p.assionatO controversy. The economists of the so-c.alled 
German school have been'disposed to deny, not only the uni¬ 
versality of princij)lcs'‘deduced from .assiinijitions so arbitrary 
and falling so far short of the real facts of life and society, 
but also the significance, for any jmrpose whatever, of conclu¬ 
sions thus obtained. The econctmistSof the so-called English, 
or Ricardian school, have treated the method of their o])po- 
nents as unscientific, giving scope to charlatanry, and at the 
best tending to mere sentimentality. 

The mutual contempt entertained by the two scliools is not 
justified by a large view of the progress of economies in the 
past, or by a conhideration of the“history of other social sci¬ 
ences. Political Economy should begin with the fefCardia" 
method. A few simple assumptions being made, the pro¬ 
cesses of the production, exchange .and distributrlni of wealth 
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should be traced out and be brought together into a complete 
system, \fhhjli may be called pure Ibilitical Economy, or arbi¬ 
trary Political Economy, or, a priori Political Economy, or 
by th(^ name of its greatest teacher, Ricardian* Political 
Economy. ^ Such a sc'Leme should constitute the skeleton of 
all economic redjoniiig; but upon this ghastfy fyame-work 
flhopjd^be imposed the flesh anal blood of an •actual, vital 
Political Econdniy, which takes account of i^efi'and societies 
as they arcf with all their syiin)athies, apathies, and antipa¬ 
thies ; with every oygan developed*, as i^f lif»; everj»nerve of 
motioiaor of sensibility in full jflay. 

, 24. The True Labor of Philosophy. —On« this , subjeA 
what could be more pregnant with meaning than the aphorism 
of Paeon, “ Those who have tre.ated of the sciences have been 
either empirics or dogmatii-al. 

“ The former, like ants,.only heap up and use tlieir store ; 
the Latter, like spiders, spin out their own weh. 

“ The bee, as a mean between both, extracts matter %om 
the flowers of the garden and tie field ; hut woiKs and fash¬ 
ions it by its own efforts. ^ • 

“ 'I’he true labor of p4iloso])1iy resembles hers ; for it neither 
relies entirely or*prineipally on the powers of tlfc mind, nor 
yet biys iij) in the memory the matter afforded by the experf- 
ments of natural* history and mechanics, in ite raw state, but 
changes and works it in tin; understanding.” 

26.^Is Political Economy indeed a Science,? —The .answer 
to this (piestion depends rather upon the definition imposed 
on the word science, than ujion tlie view we take of Political 
Economy itself. If we ffive the word no wiiler extension than 
Dr. Wfiewell gave; it, when he spoke of “ those bodies of 
’knowledge which we call sciences,” Political Economy indu¬ 
bitably ranks as a science. It forms a body of knowledge, con¬ 
stantly gtowing, it is true, from the outside, and undergoing 
not a little change from time to time within, yet still embrac¬ 
ing, itiAhe present, a vast (^)lleotion of rJlaltsd facts, with the 
jeaso«»of^their succession, one to another, moi'c or less clearly 
seen, and allowing many practieal rules ^ind precepts of great 
importance fei determining human conduct to be deduced with 
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all needed assurance. Jn this sensfe, then, Political Economy 
is a science. 

Whether it be a science in the highest sense given that word, 
may be disputed. M. Comte, the great positivist philoso¬ 
pher, denied the claim of Political Economy to^ thip title. In 
his view, »t is an attribute of a true social science that it 
results in esablishing a rational filiation between evep;8„SD as 
to allow of Sy8fi;matic prevision respecting tbeir occurfenoe 
in a certain succession. Prediction—forecast of- the future 
—is, according lo Mi Comte, the fruit lOf all true science. 
Of this, he asserts, political leconomy has not shown itself 
capabki 

Prof. Cairnes rejoins that the economic prevision is a pre¬ 
vision not of events, but of tendencies. Admitting the inca¬ 
pacity of forecasting events. Prof. Cairnes urges that “ it 
argues no imperfection in economic science. The imperfection 
is not here, but in those other cognate sciences, to wbich 
belongs the determination of the non-economic quantities in 
the problem, etc. * * Meanwhile it is no slight gain,, in 
speculating on the future of sot ietjq to have it in our power 
to determii^e the direction of an ordea of tendencies exercising 
so wide, constant,and potent an influence on the course of 
human development, as the conditions of wealth. * ** * 
So much for the highest form of scientific Iruit, ‘ forecast of 
the future.’ The principle, however, of establishing a filiation 
in events may -take thh more modest form of explaining the 
past. * * That political economy, assuming that it fulfills 
its limited purpose of unfolding the natural laws of wealth, is 
capable of throwing light on the evolutions of history, will 
scarcely be denied.” ,, 

26. The Practical Importance of Political Economy.— 
We can not stay to discuss the question. Whether Political 
Economy be or be not a science in the high sense attributed to 
that w'ord by M. Comte, it assuredly is, as a branch of social 
inquiry, worthy 1)116 earnest attention of every publicist and 
every citizen. It deals with some of the most impsrtjnit sub¬ 
jects which concern society. Whether the degree of assur¬ 
ance that may be attained in the study of these? questions be 
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higher or be«lowcr, the questions can ^jot but be more justly 
.ttecided b;^ rtagon of such study. 

If Political Economy have not yet reached the standing of 
a tru^ sconce, in the high sense in which that word is used by 
Comte ;, if politick economists are still at disagreement 
on matiy points dt, theoretical or practical importance, it can 
not bf <^nied that the investigation of the conditions of ^fealth 
by Aflam Smith'and his successors has alreadj Wsulted.in the 
removal of* monstrous delusions which a century ago pro¬ 
foundly affected the Jegislation of ^verj%civiMzed coiihtiy, to 
the ineJfpressible injury of the cpfhmonwealth of nations. The 
first fruits of Political Economy have been worth atmillion* 
times the intellectual effort that has been bestowed upon the 
subject. 

27. Distinction between a Science and an Art.—Before 
proceeding to inquire whether Political Economy should be 
^dealt with as a science or as an art, it seems desirable strongly 
to emjdiasize the .distinction between a science and an art. 
This is the more ncesled becausff of the st^ange^y persisteat 
h.abit of economic writers in cqjifusing these two things, which 
should be kept clearly distinct. * 

A science, whrther the science of mathematic!^ or ph}’sics, 
or nft'chanics, or chemistry, or geology, or physiology, or 
economics, de.alst)nly. with the relations of (%use and effect 
within its own field. It assumes nothing to be a good andpoth- 
ing tt) |)e .an evil. It does not start wilii the notion that some¬ 
thing is desir,able or undesirable ; nor does it arrive at any 
such coitclusion as its result. It has no business to offer pre- 
cepts#or prcscription.s. <ts sole single concern is to toco 
effects b*ick to their pauses ; to project causes forward to their 
effects. 

An art, on the other hand, starts u ith the assumption that a 
certain thing is desirable or that a certain other thing is unde¬ 
sirable ; that something is a good or that something is an evil. 
The object it seeks is to SscertJiin how* tile good may be 
ittiiine^, jjr the evil avoided. In pursuing this inquiry, it 
makes use of the principles, or laws, goiferning the relations 
of cause and%ffect, which have been ascertained in the cultiva- 
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tion of any and all sciences that have in any Fay, to do with its 
own subject matter. Xs a result, it issues with ceKasn precepts 
and prescriptions for the guidance and assistance of those whd 
would ghin the good or avoid the evil which that particular 
arfhas in contemplation, whetlier it be*the art of navigation,- 
or of cookery, of painting, of gunnciy, of arelfitecture, of miff¬ 
ing, or of jveaf ing. t 

28. The Bis^nction Illustrated.—This distinction*l)otween 
a science and an art ought Jo be sufficiently clear ; but the 
inveterate disposition of' economic writers, which has beSn 
referred to, will perhajjs ju. tify an illustration whicjj I shall 
•make familiar, even at' the risk of apjiearing coarse. 

Suppose I ain in my laboratory and h man enters wbo 
says thiit he desires to consult iiu', as a j)rofessor of chemistry 
astowhetherhehad better swallow the coTitents of a vial which 
beholds in his hand. I reply to him : “Sir, I have no advice, 
as a professor of chemistry, to offer you as to what you shall 
sv-allow or refrain from swallowing. I jierceive th.at th^ 
liquid contained in your viabis prussic .aqid. I will cheerfully 
state to you the action of prussic acid on any substance about 
which you may choose to inqHire ; but j)r(d)ably you had bet¬ 
ter, for yo(S" apparent purpose, go to Pro^ S., the jihysiolo- 
•gist, who can moi'o fully and readily than myself exj)laii» the 
precise action qf prussic acid when taken ink) the stomach of 
a living being.” 

TIic inquirer now gpes to Prof. S., and says that he desires 
to consult him, as a jn-ofessor of physiology, as to tvlufther he 
liad better swallow the liquid which the chenii.st hastold him 
is undilute jtrussic acid. Prof.,S. replies: “Sir, should you 
consult me as a fellow' being, I would not stand on (*remony, 
but frankly advise you to em])ty the contents of your vial <■' 
into the sink. But if you insist on consulting me as a i)ro- 
fessor of j)hysiology, I must rejtly that I have n« advice to 
give. Physiology, sir, is a science ; as such, it has nothing to 
do w'ith precei)t8iOr^)rescriptions,Jbut only with the rej^ations of 
cause and effect w'ithin the field of animal life. As^^.ptudent 
of that science, I infcorm you that, if you swallow‘thfe liquid, 
you will experience such and such sensations,,and, at about 
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«ucli a time, jou will be dead. Since you still insist upon hav¬ 
ing advic<f a« tp whether ^ou had beater do this or not, I refer 
you to my neighbor. Dr. G., who is the professor, not of a 
science, ^ut of an art. As such, it is his business to give 
advice regarding condflct. As such, he has a ri^ht to enter- 
^Sin the notion fUSjt certain things are good, and cer^fiin things 
evil ^^that the means calculated («s shown bj’*the*appropriate 
scienee or sciences) to bring about the goo(^ aft? dosir,able ; 
that the couases which (as shown by the appropriate science 
or sciences) lead to ^the evil, are undesirable.» He w«ild not 
1x’a pba'sician unless he held that pain and death were evil; 
life and the absence of pain, good. "What he is a pl^sician* 
for is to help his patients to avoid the evil and obtain the good. 
In doing this he will naturally seek to aj>i)lyj:h('largest and 
latest results of the science of jdiysiology fo the art of healing.” 

29. Bistftiction between Political Economy as d Science 
and as an Art. —“ If,” says I’rof. Senior, “ Political Economy 
*is to be treated as a science, it may be defined as the sciejce 
which states the laws regulatiil^r ilie productioi) and distri¬ 
bution of wealth, so far as thej’ de]>end on the action of *11110 
human mind. If it he treated fls an art, it may he defined as 
the art which jmiats out the institutions and liabilS most eon- 
duciw? to the jiroduction and aecumulation* of wealth ; or, it* 
the teacher venteires^ to take a wider view, ^ the art which 
points out the institution? and habit* most conducive to^that 
production, accumulation and distributism of wealth which is 
most favoftilile to the happiness of mankind.” 

30.1’fof. Senipr goes on to remark that, in the eighteenth 
centu^', political economy was treated as an art, a branch 
of stateHmanship. Sir James Steuart so treati'd it. The 
French Physiocrats so regarded it. Even with Adtim Smith, 
“ the scientific portion of his work .s merely an introduction 
to that wliich is practical.” 

Oddly enough, the statesman Turgot must be made .an 
exception to the remark res|)ecting the Freuch Physiocrats. 
“ It i8j:?markahle,” says Prof. Senior, “ that the only man 
among !h^disciples of (^iiesnay* who w* actually practicing 
*Sco puraj*nvi)h 48. 
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political economy as jin art, is the only one who treated ita 
principles as a science. His ‘ RMesions sur la ■formation et 
la distribution des richesses,’ publi8h‘<d in 1774, is a purely 
scientific treatise. It contains not a word of precept, and 
might have been written by an asoeti’c, who believed wealth 
to be an <?vil.” 

Pfof. Senior continues :' “ The English writers who have 
succeeded Ad!)|yi Smith have generally set-out by drfning 
political economy as a scienc e, and proceeded to treat it as 
an art.'" Mr. Ricardo is, however, an exception. His great 
work is little less scientific ■Lban that of Turgot. His absti¬ 
nence from precept, and even fiom illustrations drawn from 
real life, is the more remarkable, as the subject of his treatise 
is ‘ Distributior’ii,’ the most jiractical branch of political econ¬ 
omy, and ‘ Taxation,’ the most practical branch of Distribu¬ 
tion. The modern economists of France, Germany, Spain, 
Italy and America, so far as I am acquainted with their works, 
all treat jiolitical economy as an art.” 

31. "Wo shall deal ■with Political Ecemomy as a Science. 
—The inveterate disposition, which Prof. Senior thus notes, 
to abandon the investigation of principles for the formulation 
of precepts, has doubtless retarded greatly the jirogress of 
‘ political economy. It can not be too strongly insisted on, 
that the econdmist, as such, has nothing^ to do with the 
questions, what men had; better do ; how nations should bo 
governed; or what “regulations should be made for their 
mutual intercourse. His business simply is to trace economic 
effects to their causes, leaving it to the phib)sopher''of every¬ 
day life, to the moralist or tlte stafiesman, to teach h(>w men 
and nations should act in view of the princijiles lio estab¬ 
lished. The political economist,* for example, has no moi*e' 

* A distinguished English Economist, quoting this remark, in tlie 
Cmtenvporary Itemew, asks with .some asperity, “ Wliat, tlien, should the 
political economist preacli ‘T’ I answer, nothing. His hiisiucss is to 
teach and not to preach, lie acquits himself of his duty whelfi he shows 
the relations of cause and effect within the field of industry Iwing iti“ 
statesmen, moralists anti men of affairs to act for themselves, or to preach 
to others, with reference to what the political economistjtcaches. 
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call lo preaclj frge trade, as the policy of nations, than the 
physiologist <to^advocate qionogamy <18 a legal institution. 

' Throughout this work until we reach Part VI, which will 
be in terms devoted to Some Applications of Econoiftic Prin- 
cijdes* thh effort will *be made to treat jiolitical economy 
sfrictly as a scielice. If at any point the writef la])ses into 
expressions only suitable lo the ttfjicher of all art, it will be 
partly because of that strong predisposition has been 

noted in almost all writers on th's subject, and partly to the 
influence of example. • ^ , -i 

* 32. le There a National Poli*ieal Economy P—This is a 
question which h.as been much debaWd. The qo-called pro-. 
tectionists have filtered the view that each country has a 
politicivl economy of its own. One writer of our own country 
has entitled his work “ American Political Economy.” 

The conProversy over this question arises out of the confu¬ 
sion produced, firat, by the failure to distinguish bitween the 
‘science of ])olitical economy and the use of jiolitical econopiy 
in the art of statesmanship ; secwidly, by the diiiLi'cnt views 
taken of the proper premises of the science 'of political 
economy by the two schools (l^ar. 17) before referred to. 

Those ivlio say that there is an American PolWcal Econo¬ 
my, fior example, mean that the ])recepts derived from politi¬ 
cal economy, whfther addressed to the legislator, or to the 
body of the people, sliouIU not be applied to America without 
reference to the peculiar constitution,.conditions and needs 
of Americh. But a science has nothing to do with precepts 
or jjrescPiptions., Rules of conduct belong to an art. 

83. Jlational and Ba/ie Characteristics.—MoreovtT, the 
notion that there is a politic.al economy for each race of men, 

' asnd even for each nation, has been fostered by the arbitrary 
character of the assumptions of ■wiiat we have called the 
Ricardian‘school, and by the refusal to pay a reasonable 
regard to some of the most characteristic features of human 
nature apd some of the m(«t prominent'facts of industri.al 
society„^ibracing institutions and law's w'hich vitally affect 
tiie production and distribution of weal tin 

Thus, the priori economist, in discussing the question 
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of wdges, assumes, for the purposes of his Reasoning, a body 
of laborers who are wholly intent on getting, the largest 
remuneration ; who will, for any advantage, however slight,*' 
change tiieir occupation, and with equal readiness th^ir place 
of abode, at least within their own country; who, moreover, 
are so intelhgcnt and well-informed that ‘no ‘preference, 
economicml^’, can exist on,behalf of any other occupation or 
place of alwde^ without their knov'ing it, .and, of course, 
acting at once upon it. Thq, economist having jsreated such 
a race beings whose likeness is found nowhere upon earth, 
proceeds to point out,' it n, ay be with great acutepess and 
•accuracy, wlyit the individual members thereof would do in 
various supposed cases, under the impulse of this or thht 
economic force^ His conclusions are jmt forth as “ laws ” of 
political economy. ' 

Is it stiange that an intelligent East Indian, reading these 
conclusions, should say, if this is political economy, it must be 
European political economy, and there should be a sejtarate' 
political economy for the E;.st, since he(;e, over vast regions, 
social and r^igious feelings absolutely j)rohibit multitudes of 
workmen from changing tluwr occupation, for any reason ; 
while the almost uniform ))enury of'the laljoring class, their 
ignorance, superstition, and fear of change, combine to render 
movement fron^jilacc to place tardy and difjjcult, if not, as in 
most cases, practically impossible ? ‘ 

34. Eolation of Pojitical Economy to other Scienoes.— 
Political Economy does not ascertain for itself a single*o'ne of 
the facts which form the premises of the economisU These 
are all derived from otlnw sciences aij data, i. e., tilings given. 
From the physiologist, for instance, is obtained the* fact of 
man’s need of food to sustain life, from which is deduced the 
economic doctrine of minimum wages. From the physiologist, 
again, is obtained the fact of a strong disposition, aiasing from 
the sexual passion, to carry population beyond the limits of 
decent or comfortable subsistence from which is deduced the 
much-abused doctrine known as Malthusianism. Prom the 
agricultural chemist is obtained the fact that, beyonb si certain 
point, the application of capital and labor to l^nd yields a 
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continually diminishing return, from which is deduced the 
doctrine o^ Bent. None ^of these f«,ct8 does the economist 
Ascertain for himself, lie takes tliem, as the realized results 
of other ^ciences, and makes them the premises, the 'starting 
point,* of llis own. 

•Even the fact’of the indisposition of men to strentmus exer¬ 
tion, from which is deduced tlie jjrincij)le that they will, so 
far aa tTiey are •intelligent and are left free^to^act, always 
buy in the cli^apest market, is n^ found by the economi.st. It 
is* furnished, ready* to his hand, liy Ihe moijil philcsophcr. 
The ecoiiomist takes from all se.ie»ces, by turns, all facts which 
bear upon the one subject, we.altli; coBsiders theji onlj^ go far s 
as*they bear thereon'; and puts them together and Iwilds them 
up into a “ body of knowledge ” which he calls^the Science of 
Wealth, or Political Econonij'. Even in tlie field o* privCS and 
wages, the distinction shonljl always be observed bet Veen the 
economic statistician, who finds the facts, and the economist, 
Vho puts the facts into their place in the industrial system., 

36. Political Economy andaNatural Theology.—Prof. 
Cliffe Leslie has shown the powerful influence ex'erted upon 
the economic views of Adam Smith, who, as Professor of Moral 
Philoso]ihy in th* University of Glasgow, had dccasion to 
tcach»both Political Economy and Natural Theology, by the 
assumption of a beneficent natural order of rfiociety, to the 
disturbance of which bv human institutions are due all the 
economic evils that afflict mankind. Tq this ordcr-of-i.ature 
it shouffl, ifccording to Dr. Smith, be the unceasing effort of 
mankind*to returjj ; .and the )iolitical economist will fully dis- 
charge^himself of his mist^on as an investigator and teacher 
when he points out the path by which mankind may nuke 
Hheir way b.ack to that state in which .all things economic will 
work together for the good of the rac . 

Now, this subjection of political economy to the interests of 
natural theology is wrong. I do not s.ay that good natural 
theology.will make bad political economy.' I*content myself 
with as^gfting that political economy has just as much right 
to be independent of natural theology, as have astronomy and 
geology. Tl^re was a time when the students of those 
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sciences were deemed to be bound to restrain tjiei^selves within 
the supposed requirementa not only of natural thewlogy, but 
also of revealed religion. We know how mischievous were' 
the conse'quences of that subjection. ^ 

Political economy owes nothing to natural theology. ‘ The 
economist^ is under no obligation to any assuriiptibns derived 
from that sourcA He has jio more right to start with the 
theory of an w^r of nature which is purely beneficent^than 
he would have to start with t»'e oi)posite theory^of an order 
of natuR.* wholly, maleficent. ' As economist, he has no mission 
to “ vindicate the ways of Grtd to man.” He is to investigate* 
the la'g'S of avealth. That duty he will best discharge by 
reasoning as justly as his mental jiowers enable him to do, 
from economic Jjreraises which have been established by ade¬ 
quate induction, and'from such only. 

36. Political Economy and Political Equity .-“The boun¬ 
dary line between ethical and economic inquiry is ])erfectly clear, 
if pne will but regard it. Great confusion has been engen-* 
dered by writers in economics- wandering off into discussions of 
political equity. The economist, as such, has notliing to do 
with the question whether eiisting institutions, or laws, or 
customs, arij* right or wrong : why right, (sr how far right: 
Vhy wrong, or how far wrong. His only concern with ihem 
is to ascertain kow they do, in fact, affect tl»^ production and 
disti^ibution of wealth. 

It is true that if tha sense of injustice be awakened in the 
mass of the people, or in any considerable class in* the com¬ 
munity, industry, frugality, and sobriety arq likely te be in a 
greater or less degree impaired, andithus the producti(yi and 
distribution of wealth will be affected. But it is whollj because 
of the effect Last indicated, and not at all l)ecause of its ethical' 
character, that any social arrangement or political institution 
comes within the consideration of the economist. » 

Indeed there is reason to believe that such arrangements 
and institutions do'hot necessarily produce economic, evils in 
proportion to the degree in which they violate politid^l^equity. 
A custom or law might conceivably be inequitafile* in the 
degree to be flagrantly iniquitous, yet exert »nly a slight 
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influence jjprlh the production or dwtribution of wealth. 
.Another, presenting so gteat an array of reasons in its favor 
that many ethical writers would strongly approve it^ inight, 
by crjssi*)^ popular prt^udices, or through some wholly adven¬ 
titious feature <jf ^its own, become- a mighty economic force 
for mischief. Indeed, it is not at all because ^ social arrange- 
ment pr j)oliti(eal institution is u'rofSg, but beeausejiCople think 
it wrong, that it does hai-m in the domain if wealth, '^riie 
system of lanil teniwe against ^fliiclj the peasantiy of Jreland 
^e so largely in revalt does an a^iiounr %f mischief which is 
wholly Tndependent of the eoirsidera^ion wlu-ther the Irish ^ 
peaple or the English Parliament be at fault in tTie mafter. 

37. Eespect the Limits of Economic Inquiry.—Hence wo 
aay that the limits of strictly eeouomii^ imjifiry should be 
scru]»ulousl^- respected. The writer on ethics who d«ems the 
greatest good of the greatest number the ultimate rule of 
right, m.ay make excursions into economics, in order to judge 
of the moral ipiality of an act, a system, by its effects 
the production and distribution of wealth ; but tlu^economy-t, 
on his jiart, has no occasion 1o*^’ross the boundary line. The 
French writers, who have,*in gem-ral, been singularly just in 
their apprehension of the character and logical method of. 
politi&l economy, have, more than all others^erred on this 
side. Many of thfm writ^- throughout with a side glance at 
the existing social system. They jirofess to be intent on*the 
solutioiAof .economic problems, while directing* their efforts 
toward thf vindication of political arrangements. The writ¬ 
ings of the adrnb’able Freilerlc liastiat are deejily infected 
with tilts ^rror. lie strivA incessantly to prove that the insti¬ 
tution of jiroperty is <just; whereas the only concern which, 
as an economist, he has with th.at institution, is to inquire how 
it influences^the action of mankind in respect to wealth. 

38. Sentiment and Political Economy.—Ib lding rigidly 
to the same view of the nature and scope of.economic inquiry, 
we sec thUt those who allow their opinions to be in any degree 

-ekaped bj^yhat is called sentiment, are e^qually wrong with 
those who sneer at any recognition of sentiment by the econ¬ 
omist The economist’s own sentiments should be put com- 
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pletely out of sight ;r he has only to do with the sentiments 
of others, and wdth these only so far as they affec? the action^, 
of men in respect to wealth. 

We shall have occasion to observe that feelings o' jijstice, 
of compassion, of respect, of kindly regard, m/iy greatly influ¬ 
ence fhe tents paid in any country, by tenants to landlords, dr 
the w'ages paid by cnipld’yers to workingmen or ycjrking- 
women. So fai as such sentiments ])roduce these effects" they 
require, to be recognized ^s economic forces. 

89. Eelation of i’oliticp.l Economy to Sociology.— 
^Comte, whom we have^already quoted, as denying to political 
economy the character of a true science, because its history 
did not, as he e.«teemed it, bear the tests of continuity and 
fecundity, also held^^that the phenomena of wealth should not, 
and could not advantageously, be considered apart from the 
facts of the intellectual, moral and political order with which 
they are closely interwoven. Society, he held, must be con- 
fiSered in the totality of its^elements. All isolated theorj'^ of 
a jiarticulai' aspect of social life, such asVealth, or of a single 
order of relations, e. g., the economic, he regarded as essen¬ 
tially vicioejs. The laws and conditions of^w'ealth, in the view 
I of this writer, are a single thread in a closely knit web of 
social interest^ and concerns, from which no one can Ife dis¬ 
connected, to be contemplated by itself alone. 

To this opinion, Mr. J. S. Mill has made what seems to be 
a conclusive feply : 

“ Notwithstanding,” he says, “ the nnivers.al consensus of the 
social phenomena, whereby nothing which fSikes place in any 
part of the operations of society, is* without its shaje %f influ¬ 
ence on every other part, and notwithsttinding the paramount 
ascendency which the general state of civilization and socia? 
progress in any given society must hence exercisO^over all the 
partial and subordinate phenomena, it is not the less true that 
different speciys (if social fact| are, in the main, dependent, 
immediately, and in the first resort, on different* kinds of 
causes, and, therefore, not only may with advanta^bot mn*^ 
be studied apart, just as, in the natural body, we study separ- 
ately the physiology and patl^logy of each of the principal 
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organs and tissq^s, .though every one is acted on hy the slate 
of all the otlTess, and thougji the peculiar conditions and gen¬ 
eral health of the organism co-operate with and often predom¬ 
inate over^the local causes, in determining the state 6f any 
particular dTgan.” 

#0. QJ)stacleB Vijich Political Economy Enfiountere.— 

It is worth while to note certain ojpstacles wlrfch the econo¬ 
mist enoountcrs in‘his efforts to secure the jtopu^r fccognition 
»and acceptance“Of the laws of we^tli, as he discerns them in 
his%tudy of man and society. Two of thijjie majy' be regarded 
as wholly*peculiar in kind, or highlj- peculiar in the degree in 
which political economy encounters thelti. 

The first is well expressed hy Prof. C’aimes : “ Its close 

afliuity to the moral sciences brings it constantlyjinto collision 
with moral feelings and prejiossessions, wlflch can not fail to 
make themselves felt in the (\iscussion of its principles ;* while 
its conclusions, intimately connected as they are with the art 
of government, have a direct and visible bearing upon huma)) 
conduct, ill some of th* m^st excitffig pursuits of life.” Arch- 
’bishop Whately had the same in^view when he remarked thsft 
the demonstrations of Eiiclvi would not have commanded uni¬ 
versal assent had tBey been api)licable to the pufsuits and 
fortunoe of individuals. 

41. Another of the obstacles referred to is foutid in the fact 
that politic'al economy lias to do with •affairs so ordin.ary ^d 
familiar, ^that men, in general, feel tluitnselves. competent, 
'irrespective of study or of special experience, to form opinions 
regarding fhem. .The more closely men .are concerned with 
.'biy matj^'r, the harder it i8,to maintain the authority of liie 
learned bofly which assumes to engross scientific knowledge 
<#i the subject. 

Few are presumptuous enough to dispute with the chemist 
or mechanicihn upon points connected with the studies and 
labors of his life ; but almost any man who can read and 
write feel8*at liberty to form*.and maintaiff opinions of his 
^wn upon ttjde and money. 

Now, th's is not wholly of evil. The plaih common-sense of 
unlettered men dias not infrequently served as a corrective, to 



3 ° 


POLITICAL , PXONOM Y. 


economic doctrines too finely drawn for the f^irposes of legis¬ 
lation, perhaps based rpon a partjal and disparaging view of 
hnman nature. But while thus, in the application of political 
economy to the art of statesmanship, the self-assert^ion of the 
uninstructed mind has not been without its a^dvintages, this 
disposition has certainly hindered the development of-political 
economy ^as a*science. economii! literature of every suc¬ 
ceeding yftir "mbraees works conceived in the true scientific 
spirit, and works exhibiting the most vulgar ignorance of his¬ 
tory “and the most flagrant contempt for the conditions of 
economic inv(‘stigation. It is much as if astrology ere being 
pursticd side by side "vvitli astronomj-, or alchemy with chem¬ 
istry. 

42. A third obstacle which political economy encounters 
arises from the ust^ of terms derived from the voeabularj' of 
every-Uay life, such as value, e.vehange, wealth, rent, ])rolits— 
with some of which are associated in the ]>opular mind eon- 
(jeptions inconsistent with, or, at tiiiu's, perhaps antagonistic 
to, those which are in the view of, th^^ writer on ecf)noniies. 
Thus, as we have seen, the economist uses the word, value, in 
the single sense of power-in-exchange. Common speech makes 
every thiilg valuable, which is useful, desirable or meritorious, 
irrespective of the consideration whetln'r, by reason of its 
scarcity or tlte difficulty of securing it, thi.: or that article so 
sppken of confers ujion'its possessor the j(f)wer of command¬ 
ing in exchange the labor, or the products of the labor, of 
others. 

The chemist, the geologist, the botanist,, on the other hand, 
invents terms for the classes of objects or tbe classe.s„of jdie- 
nomena which he is to discuss. The rpader carries M’ith him 
into tire discussion only the idea of the thing which the author 
has created for the purpose. If the writer be clear, and the 
reader be careful, there is no danger of .a failure oi understand¬ 
ing. But, no matter how preci.se the one m.ay be in definition, 
or how close the 'attention of the other, it is inevitable that the 
use, in economic discussion, of terms taken from Jfeie voca lm. 
lary of common life, should engender confusion, from the 
practically irresistible tendency of the mind of the reader, and 
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even, in a degree, of the writer, to slip back to the habitual 
meanings of the ■ft’ords employed. 

43, So strongly has this last disadvantage pressed, upon 
some witJfS, that thej; have been impelled to resort to 
strijjigc and fofeign,terms to obviate the difficulty. Thus, 
Archbishop Whately* treating political economj^ as^ tSie sci¬ 
ence o:?exihange, introduced the GiT-ek word, CatailUetics, to 
e.xpress the 8coj;g of his inquirjf; and Prof. IleSm has given 
to hgi admirable book flic name, Plutologi’, to esc^jc the vjgue- 
nes« of meaning whieh'he thought ije saw fii the. poi)ular use 
of the word wealth. , 

44! The Departments of Political Economy*.—Alf the 
questions of politic.al economy are both conveniently and 
appropriately discus.sed under four titles ProiliKaioii, Ex¬ 
change, Distribution and Consunqition. • 

Of late, a disposition has been manifested, on the part of 
m^ny writers, in England and America, to drop these familiar 
titles ; to decline to admit any dejjgrtmenls in ]iolil,cal econ-* 
♦>niy ; and to treat of production and distribution, e. as no^ 
separable in economic discussion. *. 

This has nnquestiigiably lieen stimulated, if, indewl, it has 
not been generated, by the wish to bring ])o4itical economy 
into a strictly scie^tilic form, with which tlie^ recognition 
of distinct departments*h.* been deqmed incomjiatihle. It 
n;ay be doubted whether our knowleilge of the laws of wealth 
Jias yet nached the degree of comjileteness and assurance 
which would allow a science to be constituted after the lofty 
ideal of these wrifers. Meanwhile there seems reason *o 
believe tluit*the abandonment of the familiar and useful terms, 
pjoduetion, exchang<‘, * distribution and consumption, has 
caused some very imjiortant considerations to be oveudooked. 
“Nothing,” said Edmund Burke, “is so igreat an enemy 
to accuracy of judgm(''nt .as .i coarse discrimination ; a 
want of si^ch classification aii^l distributioiv aj the subject 
admits of.”« 

*"’ Now, cUiarly the subject,-wealth, admits of,being considered, 
first, with respect to the motives which lead to its production 
and the conditions under whi#h ^iroduction takes place; 
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secondly, with resptct^to the laws which gove^'the exchange 
of products in the market; thirdly, with respect to the fofoes 
whick distribute the product of industry, in larger or smaller 
shares, among the several classes of .persons who iak^ part in 
productioBf; fourthly, with respect to the influences which.the 
difereht„mo4es of consumption exert upon the disposition 
and the febi^ity to take part in the futpre produ'p-tion of 
wealth. ■. , 

And if we^}th admits, of being considered in these several 
aspects, it seems to me cl*ar that such a classificatiqp will Con¬ 
duce both ^0 completeness of view and to accuracy of judg¬ 
ment. We shall have occasion to note (Pars. 247-249), a 
very striking instance of the mischief that has arisen 
from the neglect* of this classification by recent writers in 
economics. » 
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CHAPTER I. 

LAND AND NATDEAL AGENTS. 

■ 

4B. What is the Production of Wealth P—By this term we 
signify all those acts and courses through .which it comes 
about that an article confers upon ifs possessor the power, 
irrespective of legal authority or personal sentiments, to com¬ 
mand, in exchange for itself, the labor, or the products of the 
labor, of others. Briefly and somewhat ellipti'-ally, wejmay 
say, the production of wealth means the creation of valuesi 

This, of course, does not* imply the creation of matter; 
it does not, of necessity^ imply even a change of form in the 
thing which before had not value but now beeCtaes possessed 
ofR. 

48. Modes of Production.—A distinguielhed German pro¬ 
fessor has classified values, in resjfect of their origin, a| time- 
valu®, place-value, and form-value. Thus, a ejake of ice which 
has no,value in the winter may acquire value through being 
kept over inter the following summer. The preservation of 
the fee, whatever of elfcrt and care and expenditure that may 
involve, is the prsduction of wealth to that extent. The 
value thus created would be, in the phrase of Prof. Knies, 
time-value. 

Again, a cake o£ ice which has in summer a certain value in 
the region where it was first fonned, say, Maine, would have 
a mu'^h higher value in a* semi-fopical*rd^ion, where water 
is seldhm frozen at any season of the year, say, Louisiana. 
The transportation of the ice, and its protection from the melt¬ 
ing heat (5f the climate, would be a further production of 
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wealth. The value thus created would be, in the,phrase of the 
writer already quoted, ‘plfvc-value. 

In neither this nor the former case has human effort effected 
the fomation of the ice, which work was the gratuitous oper¬ 
ation of nature. The vast bodies of viiPues created by com¬ 
merce are mainly what would be termed plfice-values, th(f 
value created in giving form^to the articles concerned being 
but small iii oom^iarison. r ' 

In the creation of forni-value, there is the widest possible 
range of, operations, mechanical or chemical, from that of th6^ 
agriculturist, by whose iiitem'ention the Idack earth /‘jf the” 
prairie is transmuted into golde'n gr.ains, to that of the lace- 
maker, whose whole industry is to arrange bis gossamer into 
fantastic shapes. However little the material may he wrought, 
and by whatever agencies that little may be effected, wo say 
that weaM is produced wh.enever value is added oi acquired 
through any act or any process. 

47. The Agents of Production.—The three primary agents 
in the production of wealth'ire Land, labor and (’ajntal.* 

48. Land—The school of economists in France, prior to the 
revolution, who were known as llie Physiocrats, insisted ujion 
regarding larKl as the sole source of wealth. -According to this 
school, of whi(di the ])hysician Quesnay was the founder, labor 
is incapable of creating value excejit as emp'oyed upon the 
soil. Agriculture is, therefore, the solo means of increasing 
the wealth of a nation. All .ajqilieations of Labor or capital in 
manufacture, iii transportation, or in trade, must be barren, 
since there is no net produce remaining, as in agriculture,! 
after the expense's of cultivation have been met. 

There was this much of truth in the physiocratic theory. 


* Labor will form the subject of Chapter II of the prea'ut book; Caiiilal, 
the subject of Chapter III. 'We shall necessarily speak of labor and of 
capital before reaching those topics, in their due order, but what we shall 
thus say will be confined within limits^ which will allow no misunder¬ 
standing on the part of the reader. 

t That there is a surplus iu agriculture, over the coat of prod.iCtion,l8 
sufficiently proved by tho payment of rent to the owner of land. (See 
Chapter on Rent.) 
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that the raw material of all manufactures^ the subject matter 
of all trade* and transportation, comes originally from the 
soil ; and its value can not escape the influence of the great, 
comprche^ive principle to which we give the name, “ flie law 
of diminishing; returns ill agriculture,’’ the princijile, namely, 
thill aftar a ccrtam stage of cultivation has been reaciied, the 
soil fails to yield a ])roj)ortionall^ increased leturti to flew 
applieatnons of laljftr and cajiital. Since, then, iJiiff law is so 
•far-reaching arffl iill;erabracing *liat even the operations of 
trafle and manufacture^ do not escape *ts iijfliienie, it re^Juircs 
to^ic stag'd here with great preci^iTm and fullness of illustra¬ 
tion., There is no use in the reader gfling on if he docg not 
master this principle in all its bearings. lie might just as well 
stop short here, for, as Prof, t’airnes has said, #if this prin- 
cinle did not exist, “the science of ])olitical economy would 
be as coni])lefely revolutionized as if human nature itscTf were 
altered.” 

*49. The Great Law of Agricultural Production.—In anjj 
given condition of tlit- art of agi^eulfure, there is,a limit to 
*tlie .amount of labor and of capitjjl which can adv.ant.ageously 
be employed or expended upon a given area of land. If, after 
this limit has been r?ached, more laborers arejL“m|dftyed, eiich 
will have to be content with a smaller quantity of jiroduce at 
harvest. And, in the s.'une w.ay, if more capifalfl)e expended 
.upon the land, each dollar of capit.al—»\vhether in the form ^f 
hoes or c*rts,or oxen, tvill m.ake a smaller «dililioii to the crop 
•of the year than a dollar exi)ended before the jmint of dimin¬ 
ishing returns reachetl. AVe shall sufliciently illustrate 
the princi|)le if we confint' (jur view to .a])](lications of labor, 
assuming tfie amounts qf capital to iticrease corresj>ondingly 
ttith the number of laborers. 

60. Increasing Beturns.—Let u- suppose that ten labor¬ 
ers, with a ce‘rtain outfit of tools and implements, are engaged 
in cultivating^ in coimnon, a tract of land of a hundred acres, 
producing «,000 bushels of whdit a year, being twenty bushels 
per acre, ai8l two hundred bushels per cajtita. Now, let it be 
su])posed that two new laborers appeiir and Join themselves to 
this company. ‘What will be the crop of that year for the 
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united twelve, assuming agricultural conditions constant? 
Will it be 2,400 bushel#, or more, or less ? T]ie*an8wer to this 
question will depend upon whether the point of diminishing 
returns* has been reached with the original ten laborers, or 
not. If notj, the crop of the new ybar may be hot merely 
2,400 bvshels, but even more, say, 2,500 bushels, since, fiie 
limit of the chemical capabilities of the soil not bein" reached, 
the mechamc.'i advantages which result frola the division of 
labor, to be explained under a subsequent fttle, will enable' 
the twelve Itfooreai to raise more, per man, than the ^en 
could do. 

Sl.'Dimitiishing B*eturns.—But if the limit indicatejl in 
paragraph 49 had been reached when the ten were laboring 
together upok. the land, the new crop will fall short, much or 
little, of 2,400 bushels ; and consequently, each of the twelve 
laborers will have to be content .with less than *200 bushels. 
Let us suppose the crop to amount to 2,280 bushels, each acre 
producing 22.8 bushels. Each man will, then, receive l50 
bushels a^ his share. *’ * 

Now, let it be supposed tli<it throe additional laborers are 
received into the company. Will Che crop now be 3,000 bush¬ 
els, or 200*bushels per man of the fifteen ? Clearly not. Will 
it prove to be 2,850 bushels, 28.5 bushels per acre, giving each 
man 190 buslfels as his share, as before ? Not if the industrial 
character of the laborer^ and the knowledge of the art of agri-, 
culture undergo no change. If twelve laborers njakatlie land 
yield but 22.8 bushels per acre, the fifteen can not make the * 
same amount of land yield 28.5 bushels per acre. The crop 
will be something less than that*; say, 27 bushels f>er acre* 
which would give each man 180 bushels. 

If, again, we suppose five additional laborers to join tlfe 
company, the crop will not be 40 bushels per, acre ; as would 
be necessary in order to give each man 200 bushels, which the 
original ten received ; or 38 bushels per acre, as would be 
necessary in ofder to give eacfc man 190 bushels’which the 
first twelve received ; or even 36 bushels per acra^ks would be, 
necessary in order to give each man 180 bushels, which ihe 
first fifteen received; but the crop could not be forced by the 
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labor of tyenty laborers above, say, 32j3ushel8 per acre,-which 
•■would give each of the laborers IGO’bushels. 


Ho.'of lalforcre. 

No. of huslielB per 
acre. 

[Total No. btialiels on 

1 the whole tract. 

Each laborer’s 
share. 

10 

20 

2000 

20 [> 

42 

22.8 

2280 

190 

15 


2700 

180 

20 

32 

3200 

160 


In like manner, it -would b(* foui^l that, however far the 
accession of new laborers were carrieil, each iie-(? arrivhl woulS 
result in reducing the quantity of grain -which each laborer of 
the entire body could obtain by a yeai;’s -woflc. This reduc¬ 
tion of thf^er capita produce would go forw'ard, at ^rst slowly 
and afterw'ards rapidly, ufitil the result would he reached, that, 
whereas the original company lived comfortably, or even lux¬ 
uriously, the forty or fifty -who ^ad ctune to worn, on the Shme 
area would be found living -wTetchedly, perhaj* reduced 'to 
the verge of starvation. 

62. This Con<iition is Universal.—About th<vuniversal ap¬ 
plication of this condition there can be no intelligent questiop. 
There is not an acre of land on the face of the e.arth on which 60 
and after-ward 120 biislitls of -wheat can be raised by the appli¬ 
cation, first of twice, and afterwarS of four times, the asnount 
of labor heeded to produce 30 bushels.* At some time in the 
progressive cultivation of every field, sooner or later, accord 
ing to the -afflfe of agriculture, a stage will be reached after 
■whicTi •every suceessiv? increment of the product will bfe 
obtained only throflgh a more than proportional expenditure 
of labor. This condition applies, not only to the cultivated 
field, but to grazing lands, to the mine, the forest atid the sea. 
It governs the cost t)f producing fish and whale oil; fuel and 
timbej for manufactures ^ coal, iron anij copper, for the fur¬ 
nace a«d the forge ; wool for clothing, and the carcasses of 
cattle and sheep for food. The operation of the principle is 
in some of these cases obscured by the accident of great dis¬ 
coveries of natural stores and resources, or important inventions 
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in the chemical or mechanical arts involved in the ^extraction 
of these articles for the u5ic of man.** 

53. The Law of Diminishing Beturns in Application to 
Manufactures.— Sued) is the law of diminishing r(‘turns«n (agri¬ 
culture. As has been stated, no part of* the field, of produc¬ 
tion hut is^ovi'rshadowcd by this great dominating condition 
of human life anh labor. Net only is the whole body pf,a('ri- 
eultural ])rodhcovsnbjeet to its influence, but the raw material 
of all manufactures, and the subject matter.-of all trade .and 
transpoi^.alion, eftming originally from tin; soil, are affected in, 
value by the increasing difftc;ulty which attends each suc- 
eessive ineremvait of product. > 

But while no ])art of the field of production lies beyond the 
shade of this jvimary condition, various classes of j)rodu(it8 
are affected by it in very different degrecis, according as they 
Stand nea'rer to, or further from, .agriculture or tte purely 
“extractive” industries. Thus, every product of iron, is in 
son^ measure, subjc'ct t-o the influence of this condition. If 
a greater and, still greater (piantityof iron‘ore is to be derived 
from a given number of known*mines, this involves mining 
at a lower .and still lower dej)th, wliieh, in^turn, involves a 
greater exj>eiRliture of labor in hoisting, ventilating, jmmp- 
iiig, etc. ' 

But it is only the iron, as ore, or as ,.an' orc*'produet, which 
is subject to this condition.* If a hundred weight of ore be 
rendered into pig iron, the cost of the latter will be verylnuch 
increased by the necessity of mining at an irnireasing, depth. 
If the pig iron be taken to the forge or found, y, and there 
rendered into plate iron or store castings, the cost of tljelhtter 
will be enhanced but little if any more, siBce the production 
(*• tl'C creation of v.alucs) by mechanical pro- 

* It has been shown that this principle of increasing ditncnlty, or of 
diminishing returns, applies even to the harvestftig of crops. Roscher 
quotes from Von Thtlnen a table stiowiimtlie exptsrienee of agricultural 
laborers in attempting to'glean all the pomtoes of a field. Suppo.sing 100 
schellels to represent the quantity grown on agiven area, a singtelaborer 
could gather 30 in a dtiy, wliile llie .averiigc of the first four laborers would 
be 20. But the fifth man would only gather 8.8; the sixih man only 
4.4; the seventh man only 3, and so on. 
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cesses, is |ubject to tlie law of diminishing returns. ’ Ten 
men in niAhanical pursuits can pro(i«ce ten times as much as 
one. If, again, tlie iron he rendered by successive processes 
into fiiK^screws, knife-blades or watch springs, the first cost of 
the Aatt^ial becomes •small, in comparison with the cost of 
l!ie lator expcntlerj in working and perfecting if. 

Mr. Babbage, in 1832, estimate,^ that bar iron of" the value 
of $irb2came irorth when manufactured into^ • 

Slit irolfior niils.$ 1.10 

Horseshoes . . . ’ . ^ . o 2.55 

Wood saws * . . ? . . 14.28 

Scissors, best . 446.94 

Penknife blailes .... 657.14 

It is evident that the only part of the qrst of the $657 
worth of knife blades, here, which is affected by the condi¬ 
tion of dirtinishing returns, is the original dollar’s Vorth of 
bar iron, and the cost of the bushel or two of coal neee.ssaiy 
•to produce the mechanical ]»ower and the melting and temper¬ 
ing heat for the successive processes of manufacture. 
increase of the difficulty of myiiiig whicli sliould double the 
price of bar iron migltf affdet the price of scissors very 
slightly. • a* 

64. So far, then, as human wants can helmet through the 
elaboration of tl* ray materiiils taken from tilic soil, there is 
a constant tendency to S greater and still greater satisfaction 
of th%se ^wants, through the perfection of njechanical and 
chemical processes. But, after all, the chief concent of the. 
masses (vF thc^'ople is with the cost of the raw materials of 
food, iJothing and shelt(jr. The bulk of their consumption is 
of coarse forms of agricultural produce, simply prepared. It 
is of no advantage to the laborer that at a small additional 
expense he can have his cotton n . .mght into forms which a 
century .a2;o would have excited the admiration of a court, if 
all the cotton he can procure is not enough to keep him 
warm. • 

56. lA.e Soil, a Fund for the Endowment of the Human 
Baoe. —Subject always to the condition which has been 
described in the foregoing paragraphs, the soil, consisting of 




40 


PbLinCAL ECONOMY. 


rock f ulvenzed at one period or another of the ^vorld’s exist¬ 
ence, constitutes the s5le .original endowment of* fhe human 
race. The diiferent varieties of soil possess the capability 0 / 
rewarding human labor in very different degrees ; bijt every 
kind of decomposed rock will, if treated with due (Juanlities 
of water, yiefd vegetables, grains or fruitp for man’s(food^ 
fibers for tig clothing, timber to construct bis house, fuel to 
warm it. Bvcn the undecomposed rock i^Jiich forms the 
crust of the earth, constitutes a store from "Vliich human 
wants may bo siipplijd, though in smaller degree and with 
greater pains. Metals and ^‘minerals, of an almost infinite 
iiumber^ of yses, meclJariical, chemical, physiological, are 
extracted by the aggressive enterprise of man from the very 
rock which has^withstood unbroken all the effects of fire and 
frost, earthquake and' torrent. It is wholly uj)on this natural 
endowmc*i)t that the race have lived in the j»ast; and it is the 
extent of this endowment which is to determine the maximum 
number the race can reach, and the longest period of time * 
through which the race cjin survive. Now, of this fund with 
which mankind arc endowed, we note, in addition to the lim¬ 
ited capability of production Vithiq a given season, upon a 
given area, itlready dwelt upon, that the fuiAl, in the present 
efcate of the art of agriculture, is subject to waste and posgible 
ultimate exhaustion. 

66. Exhaustion of the Boil.—ThoSe writers who advocate 
what 18 known as the .policy of Protection, have inadcg great 
use of the fact that the soil is subject to exhaustion ; that its 
productive capabilities arc, in the strict sense,of theVord, a 
fund, from which so much and no moye can be taken. IJj'sides 
the outright destruction of fertility due ,to wanton abuse of 
nature, the ordinary prudent use of the soil steadily dimin¬ 
ishes the fund of productive essences from which future gen¬ 
erations must draw their supplies of food,^elothing ahd shelter. 

“ For every fourteen tons of fodder carried off from the soil,” 
says Prof. JohnstonJ “ there are tarried away two casks of 
potash, one of soda, a carboy of vitriol, a large deufijohn of 
phosphoric acid and other essential ingredients.” 

But what becomes of the materials thus taken away? 
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Surely, if the dectrines of modem physical science are trhe, 
no;force can Ipst out of \jature ; consumption must be fol¬ 
lowed by production in other forms ; or, rather, consumption 
is nothing i)ut the production of new forms. ’ 

It is true’that no force*can be lost out of nature ; yet force 
may be Iransmute^ from forms in which it ininistcfs to human 
wants ii\J;o^form8 in which it serves po purpose asefiU to man, 
as, for Example, yhen your house bums down^anl goes off 
•into the air, in suddep heat and wsth'a great smoke ; or a cer¬ 
tain amount of force may be so dissi^ate(| that, men can no 
longer crifidoy it for their advanta^. Tlie productive essen¬ 
ces t^iken from tlie soil, in the form of f<>od for map and beast, 
may, without being diminished in actual amount, be so scat¬ 
tered as to be unavailable for the nourishment pf vegetable 
life in the future. 

“Whenever,” says Prof. E, E. Thomjison, “the piodncts 
of the soil are consumed in the vicinity of the fjirm, the far¬ 
mer will have at hand the means of making such a return to 
^ the soil as will ket'p and even increase its feT*t*^ity. But 
whenever they are transported a considerable dikance for 
consumption, the power to makV an adequate return to the 
soil is seriously diminished, if not absolutely destroyed. The 
richest soil can not long sustain such a process of exhaustion, 
if its proprietors 4ire engaged in sending its natural wealth 
over land and sea to a distant market”. 

67.1’reetTrade and Exhaustion of the Soil.—It is upon 
this the protectionist bases his chief argument. lie claims 
that local mar}je*.v should be everywhere created to prevent 
what he .nd'ls “ earth-butcljery.” The tendency to make new 
countries the magaziigjs from which older countries draw their 
supplies of raw materials should be crossed and checked by 
legal impositions, not so much upon the exportation of the 
raw materials from thf former, as on the importation of fin¬ 
ished products from the latter. Every considerable community 
should bfl driven, against thetmpulses of itnmediate interest, 
to fashion for its own consumption the materials produced from 
its own soil. 

Now, the most obvious and natural answer to this is, that 
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merf are the best judges of their own interestsi and that pro¬ 
ducers and consumers should be lo/t to makp tiTeir bargains 
unhindered. But it will appear, in the further progress of our 
inquiry^ that the interests of individuals do not always consist 
with the interests of the coinniunity. • This is clearly seeii, in 
the case of the felling of the forests, wlw^re* immense injAy 
may be Sane te the soil, aq injury perhaps that is prqpjically 
irreparablef tlijough the, selfish action of a ^jfew persons seek¬ 
ing their own immediate adA^intage. , 

If the same js not^trud in an equal degree of the abuBe*pf 
the soil through an exceftsive drain upon its prt)ductive 
^ essences, dug to the paSsion for sudden gain inducing the ^jul- 
tlvators to take much from the ground and j)Ut back little, 
this is due to^two facts. First. The arable land of a country 
is generally owned by a larger number of persons than the 
wood liJnd, so that more of those who would shffer by the 
effects of an abuse of nature are in a jiosition to prevent abuse. 
Secondly. The consequences of “ earth-butcluiry” in the 
destruction of forests arc tnore instant and less remediable 
than in the waste of the soil i^ cultivation. 

58. Some Waste Unavoidable.-'-The liability to exhaus¬ 
tion of the*»oil, through exj>ortation of it\ produce, is a f.aet 
»properly to be taken into ac(!ount. The importance Vhich 
should be attributed to the fact is a matitjr of question. I 
believe the ])rotectionist writers geimr.ally give it more weight 
than it deserves, clgicfly through omitting two, coAsidera- 
tions. 

First. Even the building up of manufacturing an^ commer¬ 
cial towns would not prevent a larg« part of the wa^i,’«i- 

In nearly all such towns, when of ponsiderable size, the 
excreta of men and even of animals, and, also, to a great 
extent, the refuse of kitchens and of manufactures, are thrown 
into the streams and carried out to seq.. The utilization of 
sewage, on any large scale, has never yet been made profita¬ 
ble. It has been dtine as a mattdr of experiment, as S, matter 
of sentiment, or to prevent the defilement of rivers; but 
almost invariably it*costs, in the present state of the arts, more 
than a hundred cents on the dollar’s worth of soil-dressing 
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obtained. Sonof waste of this kind seems inseparable from 
the human oftowpatiou of the earth. , 

• *69. Natural Renewal of the Soil.—Secondly. The protec¬ 
tionist’s a|gument overlooks the consideration that, rti addi¬ 
tion to*the progress of inveiition, postponing, though it may 
no* aveqt, exhaustion^ a continuous addition is being made to 
the soil available for the raising of Jood, through the dccom- 
positioiuof rocks aijd the formation of rockdHslg(u’t'athering). 

, The mountain loses of its substance by the for(‘e of frosts and 

• flo<}ds, and the valleys are enriched *ivit|i tluwmaterial thus 
worn aw«y. Even the stones lhaf lie in the earth, a mere 
encumbrance to cultivation, yield to tlft' unceasiiig actipn of 
the elements that surround lliem and give up to the soil the 
same projierties to which its jiristiiie fertility wa%due. More¬ 
over, the. conversion of the niti'ogen of the atmosidicre into 
nitrates (nitrilicjition), is continually going on. ‘‘ hi rare' 
cases,” writes one of the most eminent of agricultural chem¬ 
ists, “ these agencies alone maiut.ain a high stale of fertility 
as where red-roek easily disintegraW’s and isexcejitionallyrie.h 
*in plant food, or where plains jire fertilized by the, matter 
brought from mountains ajid ddiiosited Liy stnainis. More 
commonly, these nahiral causes maintain a modei%.te produc- 
tivenesB oidy, and require tillage, irrigation and manuring to 
raise the jirodnctiriji to. a high pitch : tillage. Irrigation and 

„mauuring all operating to ace,(derate a»nl intensify roek-di(jjn- 
tegratioi* and nitrification ; irrigation aivl manuring acting 
•also by replacing removed matters. 

“ Any re|;ion .that has once been fertile for a period of fifty 
years, un^'.f^S given systeiij of management, may remain fer¬ 
tile under fliat system forever, unless the soil is removed or 
iJhried by flood, or unless the climate becomes unpropitious.”* 


♦Prof. 8. W? Jolmson, of Yak^ College, 'Mrector of the Connecticut 
Agricultural Experiment iSfation. 

Prof. Johnson further remarks: “ The crops that jistpni.sh us by their 
heavy acreag(;-yield are not the crops that feed the nations. The wheat 
fields and corn fields of ‘ the West’yield but 15 bushels of wheat and 
but 40 to .50 bushels of corn. The hay, the pasturage, which make up 
the grand total of our forage, are obtained at an average rate of one ton, 
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CHAPTER n. 

LABOR. 

80. The punter State.—The eecoitd great agent in the pro- 

ductionjof wealth is human labor. Up a certain loiv^ pofht, 
the grosser Miman wantc are Buy>plied by the bo^unty of 
nature. So h.ng as this continues, value ^oes not emerge; 
wealth is not produced. Mrn may live,like the squirrels or 
the monkey.s, rrom,Jhc spontaneous fruits of shrubs and trdfes; 
or, like other large and %rce anim.als, he may prey upon 
smalljr and weaker species, which, in their turn, are nourished 
without care by grasses or nuts. So long as races of men 
subsist in th:,j fashion, they are doomed to remain few in num¬ 
bers, low in character, subject to occasional visitations of 
famine, the victims of ferocious enemies among the higher 
orders of animals, or of internecine war in the unceasing strug¬ 
gle for existence. Politic.al economy has no more to do with 
men in sgch a state than with the monkeys who compete with 
each other for cocoanuts and bananas. ' 

81. The Pastoral State.—Labor, in the economic sense, 
first clearl j .appears in the pastoral state. ' Here men no longer 
subsist on the bounty of nature, or ]»erish miserably and help¬ 
lessly when tnat bounty fails. They .no Unger hunt for nuts 
and roots and fruits which have grown without care and with¬ 
out labor, qr for CMual animals nourished upon the .pontane- 
ous products of the soil, bred and reared without human' 
intervention. In the pastoral state, tribes time the cattle and 
sheep and goats and asses which once ran wild 7 ti..’’'ing them 
to be easily guided, handled and controlled, caring for their 


per acre. The 40 bushels of wheat, 00 of corn, 24 tons of hay, that good 
farmers, in long cultivated regions, gather, per acre, frem small areas, 
are exceptional. For these exceptional natural fertility, or natural 
manuring, or else exceptional artificial fertilization are required ; but for 
the agricultural prwluction of tlie world ‘ ‘ im groasen mid g’ameti" small 
crops per acre, fed mostly by natural disintegration of the soil and nat¬ 
ural nitrification, as by natural rainfall and natural supplies of carbqnic 
acid and solar energy, are the rule.’’ 
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subsistence, driving them to fresh pastufes, digging wells or 
diverting streams to give Jhem a constant supply of water, 
even cutting the abundant food of summer and curing and 
storing itiagainst the season of scarcity. The hunter pro¬ 
tects the afiim^ls he ha^tamed against those that,still remain 
8 atage,eind folds oi; houses them against severe storms and 
protracted cold ; ho bleeds, hlistcm and physic's them in sick¬ 
ness ; superintends their breeding after their kind, and cares 
for the young iar beyond the jiower or the wisdom of the 
dafh. By all these forms of labor, men* in tl# pastoral con¬ 
dition ntfike that to be wealth w^ich in a state of savagery 

was no wealth. 

• • 

62. —And of this social condition v,-e note two things : 

First, poj)ul.ation increases largely. It recjuires m!*iy thousands 
of acres to support a familj’- of hunters; as many hundreds 
will support*a family of sheplierds. Tlie animal that'in the 
one condition yielded, once for all, a carcass of three or four 
hundred pounds net, now returns, for the little care given hef, 
five hundred gallons of milk every ^(!ar, making, if fhe owner 
pleases to expend some additional labor, three hundred pounds 
of cheese. Another animal that once yielded a jarcass of 
fifty pounds, covereTl with a pound of coarse, stiff hair, now 
I)arts t-very ye.ar with four or five pounds of soft, flexible 
wool, susceptible o4 being wrought into forms dJ the greatest 
bc.auty and usefulness. • • 

Secon5]y,,the subsistence derived by vommunities in the 
’pastor.al state is not only more ample ; it is also far more 
secure. jJen are no longer subject to be swept by famine, 
as by a ferffricane, from tke face of the earth. In the main, 
subsistence, and with inexistence, has ceased to be precarious ; 
if has become constant and calculable. 

63. Agriculture.—The next economic state is reached in 
agriculture. * Man no kmger skims the surface of the land ; 
he plows into the depths of the soil, and brings up the pro¬ 
ductive ertergies that lay hiddhn f.ar below the roots of the 
grass on which the cattle were wont to ^aze. And now, 
where hundreds of acres were required to support a family, 
as many score suffice. Population rapidly increases. Man 
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and beast no longer wander to seek their food. Food is 
brought to them. Ttibes cease <to shift then’ place from 
season ,to season as the exigencies of pasture demand. The 
cottage replaces the tent. New wants are felt, now tint men 
arc not oWiged to carry around with them, all they own. 
New' and varied forms of wealth ajipear. 

To do only tl'.e things' which formerly were dojio, would 
require less e^'ertion, and consequently values tend to dimin¬ 
ish, since value measures, sj\e.akiug roughly, the diffinilty of 
attaimmuit ; Tint irtlire things now require to be done ; tlnrc 
are more who feel wants, and each of them feels more wants, 
than Tornuu’ly, and hence the bud^' of values increases, in the 
face of improvements in the arts which tend to substitute 
gratuity for'value. 

64. Two Factors of Labor Power.—The labor jiower of 
any community, whether in the pastoral or in the agrimiltnral 

state, or in the hisrher state where manufactures and com- 
. ■ . 1 . 
merce enter, is comjsnimh'd of two factors, that derived from 

the efficie?icy of the individu.al laborer, and that derived from 
wh.at W’c call by the son.twhat unsatisfactory term, the 
division of labor, w'hich embrace's the joint action of men in 
jirodnction, the dillerentiation of productive processes, the 
specialization of trades and the organization of productive 
forces. ' ■* 

66. The Efficiency of the Individual Laborer.—-The 
di'gree in wdiich thd labor of an individual sball be efliiaent in 
the creation of values, i. e., the production of wealth, depends 
upon several causes. - ... 

First; ITis inherited strength,* his original endowment of 
physical force. This endowment varies greatly, not only .as 
betw’ecn individuals of the same community, but as betw'een 
communities, races and nations. Into the causes of the 
differences in this resjiect existing, it is not necessary to enter. 
That inquiry belongs to the jihysiologist and the ethnologist. 
The economist has to do only with the fact. In the matter 
of sheer lifting-strength alone, the individuals of one race 
may, on the average, surpass those of other races by fifty, one 
hundred or two hundred per cent.; w'hile in the matter of the 
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use of that stm'Ugth, in operations at once difficult and deli¬ 
cate, the range pf existing,differences«s very much wider. 

66. Relation of Food to Industrial Effleienoy.—A second 
reason f(4- the higher industrial efficiency of the laltorers of 
one class o'r n;jtion thiuf belongs to those of another, is found 
in* the quantity and (juality of the food consumed by the 
laboryrj of the two classes or iijifions, respBctivldy. Tlie 
luimair stomach bears much the same relatio* td the whole 
frame as the furnace to the steam engine. In the one, as in 
lltj' other, must all the forces which .are Jo driac the machine 
be generated. In the one, as iji the other, the force gener¬ 
ated vvill, within certain limits, increase with the material 
supplied. With more fuel, the engine will do more work.; 
1\ i th more foo d, the man will do more work. 

Ihit not jiroportionally more. 'I'o a great extmif'^tJt 
made, in folcc, to the introduction of new fuel into flic fur¬ 
nace varies according to a prineijile which is strongly analo¬ 
gous to that which gcjverns the returns made, in crops, to tie 
a))]ilication of new laltor to laud.* Tims, if we suopose that,* 
with a furnace of a givcm heighj of (himney, 3 lbs. of coal to 
the F<(uare foot of grate sutface, are siqiplied, we shotdd have, 
resulting from the* consumption, a certain amomit of force 
availdide to do the engine’s work, lint that amount would be* 
small. A great i«rt of all the heat generated would be lost 
by*radiation in the tubes and thixaigh the cooling effec^f. of 
th(‘ waler jn the boilers. Now, snpptse that, iustead of 
3 lbs., 6 .are consumed. AVill the efficiency of the engine be 
doubled merely’^ No, the engine will do e.asily three times 
as miuh.' ji’ork. If 9 lbs. #re used, the power will be still fur¬ 
ther increased, not oidy positively but j)roportionally, that is, 
^lu'rc xvill not only be more power, but more power for each 
])ound of coal. If 12 lbs. are consiumsl, there m.ay be a still 
further adiTition to tlje force genciated, not only jjositively 
but proportionally. It might be easily found that, with this 
atnount flf fuel, the resulting*forc,e would f)e,*not four times 
as much as with 3 lbs., but eight or ten. 

The jiarallclism which exists between thd economy of apply¬ 
ing labor to land and the economy of supplying fuel to the 
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furnace, is broken at one point. Labor may bo^applied to land 
indefinitely with an inceease of abgolute, thougH not always 
of relative, production. But coal can not be added indefinitely 
to the fife beneath the boiler. 

67. The economy of supplying food'to the liuipan machine is 
in a high degree analogous. If, for example, a laborer were sup¬ 
plied with only'lOO oz., j)er.;veek, of a certain kind of,food, 
laboring power , which would be generated by,jlie digestion and 
assimilation of that food would be very slight. After a course 
of such diet, the mar; would crawl feebly to his task ; woujd 
work with a very slight degree of energy when he first started 
out, and would soon become exhausted. Were 125 oz. given 
to the laborer, he would be able, with no greater strain on his 
Constitution, ta accomplish an amount of work which would be 
not merely one quarter more, but largely in excess of it. lie 
would perhaps be able to do one-half as much more. Were his 
subsistence to rise to 150 oz. there would bo a still further gain. 
His efficiency would be to his efficiency when receiving 125 oz., 
iiot as 6 to ^5, but as 7, or j)erhaps 8, to i>. With 150 oz., the 
laborer’s diet might be rega.tded as sufficient for comfort, 
health and a reasonable developn ent of muscular strength. 
Let the amount of food be carried up to 200 oz., and wo 
Should have a liberal, generous diet, ample to supply ail the 
waste of the tissues, and to keep the fires of the body burning 
briskly, generating force enough to allow the laboi-er to put 
forth great muscular exertions through long period.^ of time. 

Up to a certain limit, then, with food as with fuel, the true 
economy of consumption is found in increasing the supply. 

* Niggardliness is waste, and waste lof the worst "Stiri. But> 
just as there is a maximum limit with tb^; fuel, so there is with 
food. After that limit is reached, the increase of food does 
not imply a proportional increase of force, if, indeed, any 
increase at all; and after a certain still higher point is reached, 
the increase of food brings mischief. 

68. XTnder-fed Laborers.—The consideration here pre¬ 
sented is of great importance in explaining the vaiying effi¬ 
ciency of labor. Probably the inhabitants of the United 
States constitute the only large population in the world who 
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are thoroughly well-nourished ; that is, who have enough of 
wholesome ^d,to secure t^e greatest *economy of consump¬ 
tion. “ Many a French factory hand,” writes Lord Brahazon, 
“ never his any thing better for his breakfast than*a large 
slice of commop sour br8ad, rubbed over with an onion, so as 
to*give»it a flavor.”. “Meat,” says a careful obseiyer, “is 
rarely, tasted by the working classes in Holland. IC forms no 
part of the bill of fare, either for the man or hi; f^ily.” Of 
the laborers of Belgiimh an ofRciahreport states : “Very many 
haje for their entire ^subsistence but pqj;atoc8| with a little 
grease, Urown or black bread, often bad ; and for their drink 
a tincture of chicory.” Even through large portions of happy 
England, the fabled land of the beef-c'ati r, there is a mass of 
unimpeachable testimony to show that the working classes 
are able to obtain less nourishment by far than is necessary 
to the higlfest cfiicieney of their Labor. “ In the tt^st of 
England,” wrote Prof. Fawcett, in 1864, “it is impossible for 
an agricultural laborer to eat meat more than once a week*” 
Of the peasantry of Devonshire, f’anon GirdIesto"e wrote : < 
“The laborer breakfasts on |ea-kettle broth—^liot tvater 
poured on bread and flavored ridlh onions—dines on bread 
and hard cheese, at ^d. a pound, with cider ver 3 ’- #washy and 
sour; “and sups on potatoes or cabbage, greased with a tiny' 
bit of fat bacon. Jle seldom more than sees or*smell8 butch- 
er’s»meat.” 

Now,Its to the w'ant of true economy in thus reducing the con¬ 
sumption of food among the working classes, there can not 
be a moment’s question. The case may i)erh.ap8 be best put 
by saying-tiSat if cattle wepe not kept better nourished than 
are the majority of labprers in the world, it would not “ pay ” 
fo have cattle at all. It would be better to do without them 
entirely. Barely to keep them .aliv'' would require a large 
expenditure* of food, ^nd to give them, in addition to this, 
only enough to secure a low grade of muscular strength and 
activity. Would not make theril worth their Redp. 

69. Influence of Sanitary Conditions on the Efficiency of 
Labor.— A third reason for the higher industrial efficiency of 
the laborers of one class or nation than of another, is found in 
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different sanitary cpnditions, especially those which concern 
the quality of the air. « The food .which is tahch into the ani¬ 
mal system is converted into blood which is kept in a state of 
purity hy being oxydizcd in the lungs, through ^.le .nrocess 
of breathing. ^ In this process, the foul an^ stupefying ele¬ 
ment, cprbon, is thrown off into the atmosphere, and the life- 
giving eleinenl, oxygen, {.“'taken into the system. _T^i 3 ,t this 
may be donej'there should be, in all inclosed habitdtions, a 
sufficiency of space to each person and a. free access of fresh ' 
air. Human beingii confined in small, unventilatcd rooms, in¬ 
evitably lost' vigor ; the process of the oxidization of the blood 
being checked, the process of making blood, through the 
dige.stion and assimilation of the food tak(>n into the stomach, 
is checked. ' With foul air, therefore, a smaller amount of 
muscular force is generated from the same amount of food. 
Not ofily so, but the food taken into the .system may become 
an actual obstruction and cause of disease, through the failure 
erf digc'stion and assimilation. Moreover, in close, rooms, 

' Unventilatcd and uncleaned, the germs of certain diseases, 
known as filth-diseases, vis., .‘yphus and ty])hoid fevi'rs, scar¬ 
let fever, diphtheria and others, ^are preserved and readily 
communicaled, to the impairment of health and the destruction 
' of life. ‘ 

70. The cause here adduced is not of slight importance in 
accounting for the diffel’cnees in the labor power of different 
communities and n.aiions of men. * 

As the people of the United States are the best nourished, 
so they arc, by a long interval, the best shelttjrod people in 
the world. It is impossible for r.n Americ^.an wpo has not 
traveled widely, to form an adequate conception of the man¬ 
ner in which the laborers of other countries are housed. “ Hov¬ 
els, cellars, mere dark dens,” wrote Mr. Inglis of the city 
homes of Ireland, in IRiht, “d.amp, filthj'^, stagnant, unwhole¬ 
some places.” 

In 1861, one-tfiird of the population of Scotland lived in 
houses of one room only; another third in houses of two 
rooms. In England the character of the country cottages and 
of the dwellings of the poorer classes in the cities is even 
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worse than in Scotland. Cases are not iijfrequent where tam- 
ilit^s of 7 to 13 Bjembers occupy a singk) bedroom. 

Of the cottages of Devonsliire, Canon Oirdlestono says : 

“ Thcji arlj as a rule, not fit to house pigs in.” The cottages 
of the Countyrf)f Durli^m were thus described b^ the Poor 
L;Jw Commissioners.of 1842. “The average size c>f these 
sheds, is ^bout 24 by 10 feet. Tlney are dark* and* unwhole¬ 
some ; the windows do not op(‘n, and many ofethem are not 
larger than 20 feet by 16 ; and into this snaee are crowded 
oijyit, ten, or even twelve persons.” 

71. I? this is the way Englishiyen have to live in the coun¬ 
try, we might expect U> hear worse things of the Wjwiis, where 
latid is sometimes worth as many silver crowns as would coverits 
surface. Some years .ago Mr. Edwin (diadwick ieclared that 
more filth, worse physical suffering and mental disorder than 
,lohn llowar?! described in his account of the prisons of Ifls day'’, 
were to be found among the cellar jmpulations of the working 
people of Livcu'pool, Mamdiesler, or Ia*eds, and in large p<w- 
tions of the Metropolis. Much h'^s of late been Jone, both* 
by private philanthropic effort aqd under the authority of law, 
to cure the evils described.; y'ct still much that is hideous 
remains. 

It i? in such homes that the greater ]),art of the present' 
laborers of the w'fladd were born .and reared. *And it is in 
honJes like these, that, in tluOr estatetis Laborers, they havj to 
live, to ?at, J;o rest and to sleep .after the exhausting toil of 
the day. It is not to be wondered at that childi’en grow up 
puny and deformed ; that scrofula and rheumatism become 
deeply ht'.iyul in the eonstk-ntion ; that the blood grows foul 
and the jmlse feeble ; tjiat the efficiency dt the laborer falls to 
a low jioint, while his ])owcr to labor at all becomes liable to 
be preraaturidy' terminated. 

72. The Laborer’s Intelligence.—A fourth reason for the 
superior efficiency of the Laborers of one class or nation over 
those of Jnother, is found in their higher intelligeuge. Intel¬ 
ligence is a powerful factor in industrial efficiency. I speak 
not now of technical knowledge, but of clearness of mind, 
quickness of apprehension, strength of memory', and the power 
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of consecutive thought, in no more than the dagree in which 
these may fairly be expected to be, found in,a 'nation where 
popular education has existed for generations; in the degree, 
for instance, in which they are found in New Eigl^nd, in 
Saxony, in parts of Scotland. * 

The intelligent is more useful than tiie unintcllige'nt 
laborer: .' ' r , 

(a) BecalisctUe requires a far shorter apprenticeship. He 
can learn his trade in a baif, a third, or a quarter the time 
which the otlior requires, (i) Because he can do his wdyk 
with little or no superintendence. He is able to caiTy'instruc- 
tions in his > mind, and to apply them with discretion to the 
varying conditions of his work, (c) Because he is less waste¬ 
ful of materials. In some branches of manufacture the value 
of the materials used is equal to the amount paid in wages. 
In others it is twice, thrice, and even ten times ab much. A 
very little difference in the degree of thoughtfulness, fore¬ 
sight and regard for instructions, on the part of the laborer, 
■may make a great difference in the net 'product. 

73. (d) Because he readily learns to use machinery, how¬ 
ever delicate or intricate. ‘The extent to which labor is 
saved and power increased by the use 61 machinery hardly 
'needs illustration here. It is only the intelligent workman 
who can freely avail himself of this great(,help. Brains are 
not,alone required for the invention of machines ; they ♦are 
wanted for their adjustment, their ordinary use, add their 
occasional repair. He who is to use a machine need not be 
the same man as he who made it; but, to a great extent, he 
should be the same kind of man. , 

74. Race Charalteriatics Eegardijig Machinery.—The 
capability of dealing with costly and delicate machines varies 
greatly between different races and nations of men. Notwith¬ 
standing the prodigious increase in thq, power of producing 
cotton goods, through the inventions of Watts, Arkw'right, 
and Sitgreaves,’ Vast quantities' of cotton are still • spun or 
woven by hand. In some of the countries of ^lurope, as 
Turkey and GreecC, the ordinary “ mechanical powers,” the 
screw, the lever, the inclined plane, etc., are used but little. 
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or not at all, the^ifting or pulling being (|one by direct phys¬ 
ical force, at, of course, the .expenditur* of a yast amount of 
animal strength. Even in highly civilized nations the appli¬ 
cation of d^icultural machinery is limited by the inability of 
the peasantry t(i use it. *The Judges of the Word’s Fair of 
185f reported that there was probably as much 8ound,.practi- 
cal labprjsaving invention and machinery unused, at that 
time, as was used ; and that it was so far unusOd, “ solely in 
i^ionsequenee of the ignorance andancompetenoe of the workr 
peo^e.” . , ’ 

76. Mafchinery in the United States.—The United Stati/s 
is the only country in the world, excepting sohie of the 
English colonies, in which it can be s^il'ely assumed of the 
average laborer that, after a reasonable period of''experiment 
and trial, he will be able to use delicate and costly n;acbinery 
to the advantage of his employer.* In all other countries, 
even the most civilized, it is only jiieked laborers who can use 
intricate machinery without doing more damage than their* 
labor is worth. * “ 

70. Cheerfulness and Hopefulness in Labor.—A fifth 
reason for the higher efficioiiMy of 'the laborers of one class or 
nation than of anothef, is found in greater chjjerf illness and 
hopefulhess, growing out of higher self-respect and social 
ambition, and a mora direct and certain interest ifi the product 

pf industry. 

« 

- - -- , - 

• *A remarkable illustration of the .strong natural aptitude of the 
American for flie use of machinery, has come to my notice during the 
present year, t.“87. A boot and shoe manufaciurer, employing eleven 
hundred hands, had occasion, during a great and kng-protracted strike, 
to^eplace considerably inofe tlian half of the ola operatives by new 
hands. This branch of industry is well known for the vast variety of 
highly intricate and delicate machinery whici. it uses. Yet at the end of 
five months, dnfing which tlji.s substitution iiad been carried through to 
completion, the ma<;lunes in this factory were found, on careful inspec¬ 
tion, to be in absolutely as good coi^ition, as at the* bsglnning of the 
strike. • 

■ Had an English manufacturer carried tlirough sujh a replacement of 
old by new hands, his machinery at the end of that time wouid have 
been worth just what it would have sold for, by the pound, as old iron 
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The first three causes which have been ad<3uced are purely 
physical, affecting thcelaborer’s muscular forge and capability 
of endurance. The fourth cause adduced, viz.: the laborer’s 
general intelligence, determines his intellectual (J<ialification 
for his work, his ability to direct his bodilyjpowers, such as 
they are, to the production of wealth, jvith the masimuiti of 

effect ana the' minimum waste. The cause now adduced is 

• * * 

moral, .affecditig the will. 

The im])ortan(!e of this cause is most conspicuously seen in, 
the wastefulffcss aijul inefficiency of slave l.abor. Ahvays'and 
everywhere, that labor has beeti found to be vastly iHiferior to 
the Labor of freemen. Even the stimulus of the lash fails to 
command the faculties whi(di instantly spring into activity 
under the uispiration of an ample reward. Fear is far less 
potent than ho])e in evoking the energies of mind or body ; 
whik*‘efforts made under the influence of the former ])assion 
arc* far more, exhausting than those made under the influen(;e 
t'f the hatter. ' 

77. IToarness and Iftreetness of tho Eeward.—Even 
among free laborers, the (^“gree in which the physical .and 
iiitelleetnal ])owers may he engaged in the production of 
Wealth d picmls greatly on the direetnesS and C('rtainty of the 
reward. This is proved by the difference everywhere o4)scrved 
b(‘tween the'exertions of wage laborers, and those of men 
working on their own loecount. The waage laborer necessarily, 
b<‘Comes, in a great degree, a time server, an eye ])le(iser. lie 
saves himself as much as he can ; he counts his hours ; he? 
measures the, work he does. l>ut more than this, a Laborer 
not merely will not, he can not,, the laws of Inwinan mature 
remaining the same, avork as hard for,, another as'he avould if 
working as his own man. 

On the other hand, he who is working for himself keeps no 
grudging account of his time or exeption. If the proprietor 
of land, he knows, that every stroke of his .arm is creating 
wealth which he .and his chiidren are to enjoy; that every 
straw saved is his own. lie avatches against waste with 
unfailing eagernbss. Ilis vines, his plants, his animals, his 
fences, his buildings, are borne upon his mind ; and no care 
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or pains are withheld to guard them against the almost infinite 
forms of injury >^hieh beset these species of wealth. He is 
'early afield, for the day is not long enough for all he wishes 
to do; aifl w'hen night falls, he still lingers, tying* 11 ]) his 
vinesj tinkeHnjj his sheds, tending his cattle, bringing home 
th^ iarvi!St. * . * 

Even beyond-the mere love of, wealth, of*wh3t can be 
bought anS sold, enters the love of his land, wli^di is his own, 
fW'hieh was his fathef’s, which sl^ill be his son’s after him ; 
aniPhe works u])on it, sjiaring himself li^le n)<)rc than does 
the mother caring for her child. * “ Give a man the secure 
possession of a bh-ak rock,” said Arthur Young, “•Jind he will 
turn it into a garden.’^ Tlie vineyaials of the Khine, built ujt, 
in many cases, of earth brought in baskets up the, sides of the 
mountains, ai'c speaking witnesses to the truth of this saying; 
while m.any of the ri<;hest ticlds of Holland and He’gium, 
once drifting wastes,, illustrate that other s.aying of the 
cifiincnt traveler: “ The magic of pvo])erty turns sand into 
gold.” ’ 

• 

78. Influenco of Bad Law8,.in Producing Idleness.— 
Doubtless much of t he indolence we have been accustomed to 
regard as constitutioflal with <-ertain ra(x‘S .and iiathihs, and as 
indicating lack of ])hysical endurance or feebleness of will, is 
due simjily to the .■y)sen(!e of incentive, resulting from unjust 
lawfcor ))ad social institutioTis. It would be enough to nnakc one 
laugh tfPhear the Scotch s])oken of as laz;^^ The. energy and 
persevcraneie of that peoj)lc have been illustrated in every 
quarter of flic globe. Yet, three or four generations ago, the 
Scottish pcojih', 8.ays Prof.^learn, “ were conspicuous for their 
incorrigible indolence.”^ The ample explanation was found in 
Ae almost universal system of short leases or of tenancy at 
will. A single wise action of legislation cured this defect ; 
and with it disappeared the laziness of the Scotchman. 

Not half so long ago as that, the Irish were § proverb over 
Europe, for indolence and »shiftlessness. ’ Arthur Young 
describes them as “ lazy to an excess at work,” but “ spirit¬ 
edly active at play.” The Irishman of that day was spir¬ 
itedly .active at ])lay, because the fun was sure to be all his 



'■POLITICAL ECONOMY. 


own. There were no laws or institutions which robbed him 
of his sport. He wksjazy to an excess at work, ‘oecause invid¬ 
ious laws, social proscription and the customs relating to land 
kept fiom him a large part of the natural fruits oVi his labor. 
Every country of the globe has witnessed, sinfce 1850, the 
indomitable pluck and energy of the .Irish at woj'k uhder 
equal laws and with “ a ft^ir chance.” 

79. The Varying Efilcieiicy of Labor.—I have indicated ‘ 

the chief causes which influence the efficiency of the individ-, 
ual laborer in,tlie jjrodliction of wealth. The joint effeA of 
all these is very considerable. Industrial operations eonducted 
upon a large scale have shown that wide differences exist in . 
the working power of men of different nations. In comparing 
the cost of c^onstructing railro.ads in India and in England, for 
instance, it was found that, though the Indian laborer received 
but tsj- to 6d. a day, and the English laborer, 3s.*-to 3s.6d., the 
sub-contracts in the tivo countries were let at the same prices. 
The English cotton spinner is paid as many shillings as the 
East India sjiinner gets pt nee ; yet the cotton cloth of En¬ 
gland undersells that of India in Indian markets. As between 
England and Russia, it is found that a ■weaver in the fonner 
conntiy ttijds from two to three times as many looms as in 
the latter, the English looms, moving, moreover, at a‘higher 
rate of speedj ^ 

As between England and Frarti^e, the superiority o^tho, 
labor of the fonner country has been re})e.atedly #hown in 
great competitive experiments. Mr. Rrassey states that, in* 
the construction of certain French railways, it wa? found that 
the working capacity of the Englishman was to that of the 
Frenchman as five to three. Superior as are the -workmen of 
England to those of other countries of Europe, they are, fti 
turn, surpassed, on the average, by those of the United States, 
in the respects of strength, intelligent direction of force, and 
ability to use giachinery to advantage.- 

80. The iston of Labor .-‘-The second factor of the 
labor power of a community is that which is commbnly called 
by the unsatisfactory term, division of labor, embracing, as 
was said on an earlier page, the joint action of men in pro- 
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duction, the dif^rentiation of productive processes, the speo- 
ialization of trades, and the organizati^rf of industrial forces. 
THe term, organization of "labor, is perhaps the best single 
term that ^an be used to cover all this ground, • 

Inpfimitive society tl^e division of labor does not exist, or 
is fcund only ih 3. rudimentary state. Each able-bodied man 
does all which any one does. Each builds his wigwam or hut, 
shapbS lfl8»bows and arrows ; cares for his hor|es, if he have 
any, and hunts or fishes in his^own right and name. Yet, 
evao here, the division of labor as between tjie sexes is in 
some degree carried oift. The woifien make the nets, weave 
the blankets and cook the food* as duties snitajile to their 
powers. 

Soon, however, emerges a division of labor foujpded on dif¬ 
ferences of capability leas fundamental than those of sex. 
The smith aj^ears, working at first alike in iror, wood and 
stone. He does all the work of this class which the commun¬ 
ity r(><juires ; and, in return, receives flesh and fish from tho^ 
whose spears andhooks,are sharpenwl and pointed at his forge. 
■As the amount of this class of wtirk to be done incredses, three 
smiths, instead of one, come to boi employed ; one working in 
iron, one in wood, ai*d one in stone, known respec^f ely as the 
blacksijiith, the carpenter and the mason. As ^the wants felt 
by the community are multiplied, as modes ^nd fashions 
ajipear, new classes of artisans come i^to existence, each work¬ 
ing on s^me one class of substances, or making some one class 
,of articles. "The cabinet-inaker follows the carpenter ; the 
jeweler the* blacksmith; the sculptor, in time, the mason. 
Finally, the operations of each trade come to be distributed 
among sevml distinct clasSes of laborers. 

• 81. How the Division of Labor Increases Production.— 
It is difficult adequately to appreciate the increase of pro¬ 
duction which results from the appli:,ation of this principle. 

(a) It shortens apprAiticeship. If each man had to learn 
the whole^ of a trade, much njore to learn several trades, he 
would have to take a great deal of time and spoil a great deal 
of material and many tools in doing so. • But when each 
workman is required to learn but a single trade, and, within 
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that trade, to practice only one simple operation, the period 
of instruction hecomeSfyery brief. The end of a- few months 
finds him intelligent, if not expert, in his business. 

(5) II develops dexterity. Long after the woikman has 
so far mastered his trade as to be able to j)erforiil its opera¬ 
tions without mistake, he continues to gain in productive 
j)Ower, through the incessant rejietition of his task. The 
sense especially concerned in his work, be it sight, or ^ouch, 
or hearing, becomes pretcnaturally acute. 'I’lie muscles 
brought espec’ally into play gain in size and acitivity. Eten 
certain organs may become involved in the operations of the 
trade, and rmb'rgo (ihanges which, whether favorable to the 
general health and symmetry, or not, are of a nature to facili¬ 
tate the custpmary work. Any one who watches a cashier 
counting notes, a telegrajdi ojierator sending messages, can 
see hew wonderfully ])ractice must come into dndustry, to 
make perfect the workman. 

82. (c) It obviates the loss of time and the distraction of 

thought which W'ould be'involved in'j)assing from ]>laee to 
place, and in haying dow'n the tools of one trade to take up 
those of another. In agricitlture^ where the division f>f Labor 
can be carrjed but a little way, W'c know^i great deal of time 
is thus lost. o 

(cf) It facilitates invention and leads Jo tins discovery of 
improved processes and new materials. Practiced thijg in 
detail, every art or trade is studied in detail, and, on# by one, 
here a little and there a little, its mechanical’possibilities f 
come to be seen and realized. Some of the moat Ponspicnous 
discoveries in the history of industry have, indeed, come 
through scientific research, or by casual suggestion ; but an 
infinite multitude of inventions and improvements in pro¬ 
cesses, accomplishing, in their aggregate effect, an incredible 
gain to productive power, have been the result of the minute 
study of the operations of industry, in detail, by men each of 
whom was desdirlg with a singfc class of substances, perform¬ 
ing a single operation, with the aid, j)erhaps, of a smgle tool. 

(e) It allows wbmen and children, as well as men who are 
suffering from some partial disability, to find places in the 
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industrial order »wLere they can labor to advantage; while 
among men ol full powers it assigns to^ach that work which 
is best suited to his individual capacity. 

83. The ^territorial Division of Labor.—This is a phrase 
devi86d*by ftn English eeonomist during the great popular 
agiUMion,which preceded the repeal of the Corn Laws,* to ex¬ 
press the carrying out of the principle of the divwion'qf labor, 
which we Have thus far contemplated in operaliin among the 
individuals of a community, to comgmnities and to nations. The 
phrase intimates that the vast industfialjadvaaitages which 
attend th« application of that principle within the hamlet and 
throughout the country, will accompany that principle in its 
extension over the whole field of the worM’s production. 

This is the main, indeed, we may say the so\p, economic 
argument in favor of Free Trade, as opposed to what is called 
Protection. The claim to freedom of trade as a “natural 
right” is not one of which the economist can properly take 
account. On the other hand, the arguments of the j)roteCi 
tionist, based on the political importSnco of the indust ial self- 
sufficiency of the nation, and on jjie alleged ’social and intel¬ 
lectual advantages resulting {rom a diversification of national 
industry, are equallyaiut of his view. 

Inasmuch as the protectionist plea for limiting the terri¬ 
torial extension of^tlie principle of the division of labor, 
includes a claim that the creation by l»w of industrial entitjps 
corresponding to existing political cntitieg, has an influence, 
«ot only upon the production, but also u[)on the distribution 
of wealth (^fhich department of our inquiry we have not yet 
reached), and as the whole question of protection or free- 
trade is bound up with political and sociological considera¬ 
tions, it has seemed best to postpone the remarks we have to 
make upon that question to Part VI, “ ISome Applications of 
Economic Principles.” 

84. The Organization of Industry.—But the advantages 

- - ^ • I 

* Impasingjiigh duties on foreign grain imported into England. These 
t la-ws were repealed by Parliament in 1846, under the leadership of Sir 
Robert Peel. The study of the history of the Repeal movement affords 
an admirable economic exercise. 
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derived immediately from the division of labor, are but a part 
of the total advantage which is attributable to i^hat we have 
termed the organization of industry. In addition to those 
already indicated, we find, under the larger title, le. vast gain 
of productive power resulting froii!> tlie introduction of the 
principle of competition, the creation of esprit de c^» 2 M,vind 
the direction given to the. mass of laborers by the few clear, 
strong spirits, which, under such a system, dominate the 
industrial operations of the tsormnunity. 

(а) Compoiition.can only be introduced as an active f«roe 

where the opportunity for exact and easy comparison of 
results exirns. Where eacdi one of a number of persons is j)er- 
forming every day a large number of miscellaneous duties, 
now a littlejof this, then a little of that, it is difficult or impos¬ 
sible to measure the achievements of the several persons so 
employed, bring them to a scale, and assign credit or blame. 
But when those duties are so distributed th;it each person is 
charged witli the performance of a certain, definite task, com¬ 
parison becomes jiossible.^ ’ 

(б) Tile creation of esprit,de corps within trades and profes¬ 
sions becomes a tremendoud force in industry, t^nnpetition 
oiierates upon-the laborer, through the*employer’s desire to 
get the most out of each workman, and through the laborer’s 
desire to obtain and retain employment.The principle now 
inr/oked operates on the laborer, perhaps not less powerfully, 
through the public^ sentiment of the craft, establishkig stand¬ 
ards of w vkmanship and laws of conduct which tend to lift 
each workman to the level of the best. 

86. (c) Mastership in Industry —But the most important of 
the sources of gain in productive power, now under consider¬ 
ation, is found in that mastership of industry which is created 
by the division of labor. That division can not proceed to its 
natural limits without giving rise to the subordination of the 
mass of the laboring population to a select and comparatively 
small body of employers, who'assume the responsibilities and 
direct the agencies of production. *• 

Whether this gain is accomplished at a certain social and 
political cost, is a question the economist is not called upon to 
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discuss. That qtiestion belongs to the social philosopher c 
the statesmaif. The economist, as such^is guilty of an unwar- 
’rantiible presumption if he undertake to measure the quantity 
of econom^ advantage which would offset the 8m.allestethical 
or physiological injury. *116 does all that he is called upon to 
do,%ll tlvat he c.an undertake to do without impairing the sci- 
eutilic value of his results, when Jie traces causes* to their 
' effects witCin the field of economics alone. • 

, Looking at the matter in its p*rely economic aspect, it is 
cletfl' that the gain in question is not^realize^ without an initial 
loss, inasfnuch as the laborer, under the wages system, neces¬ 
sarily has a less direct and certain interest in the *product of 
his industry, than the m.an who labors on his own account. 
But this loss is compensated, many limes over, bjfcthe gain to 
produ(!tion which results from the impulse and direciion given 
to industiy by the thouglit-j)ower and will-power of the ablest 
minds in the community. 


chapteA in. 

OAriTAL : ITS OKIOIX AM) OFFICE.* 

80. Till! third grftit ageyt in the jiroduction of wealth is 
C.api'dll.^The capital of a community is that ])ari of its weaKh 
{excluding kind and natnr.al agents, coftsidered* as unim¬ 
proved * ) wjiich is devoted to the production of wealth. * 
Some writers, indei-d, insist that the climate of a country, 
so far as it ^specially favors production, is to he reckoned as 
a^art of the c.apital of-tlnit country. I prefer to say that 
th(‘ beneficent distribution of heat and moisture, by the gratui¬ 
tous action of nature, is a favorable condition of production, 
but is not capital. A sound system of jurisprudence, which 
secures the imp.artial administration of justice ; a sound 
organizatioj^ of the jiolitical iTody, which maintains peace 


* The reason for this exception will appear when we come to treat of 
the rent and price of land. 
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and order, are most favorable conditions *of production; 
they lead to a vast creation of values; they are better tjjan 
much capital to the people enjoying them; but t^ey are not' 
capital* , 

87. Tho.Origin of Capital.—The brigin of. capital is so 
familial; tliat it need not be dwelt upon .at length. A sii^ple 
illustration mdy suffice, let us take the case of a tri|;)e^dwell- 
ing along thewhore, and subsisting upon fish caught from the 
rocks which jut into the seaif Summer and winter together,, 
good seasons tind b)»d, they derive froip this source a scanty 
and precarious subsistence. , When the fish are pleiAiful, the 
people live* freely, even gluttonously.' When their luck is 
bad, they submit to privations which involve suffering, some¬ 
times famin«^ 

Now let us suppose that one of these fishermen, moved by 
a strong desire to better his condition, undertakdfe to lay by a 
store of fish. Living as closely as will consist with health 
and strength, he denies himself all sujierfluity, even at tfie 
height of,the season, and "by little and little accumulates in 
his hut a considerable qm'utity of dried food. This is 
wealth. Whether it shall ’become capital or not depends 
upon the use ndiich is to be made of itf* If destined to be 
merely a reserve against hard times, it remains wealth, but 
does not becoW* capital. , « 

But our fisherman, in'laying by Ids store of fish, has higher 
designs thaji to etjualize the food consumption of tliie year. 
All the dull season approaches, he takes all the food he can * 
carry and goes into the hills, where he finds trees whose bark 
can be detached by sharp stones. , Again and again he returns 
to his work in the hills, while his neighbors are painfully 
striving to keep themselves alive. At the end of the du^l 
season he brings down to the water a canoe, so light that it 
can be borne upon his shoulders, so bupyant that he can pad¬ 
dle in it out to the “ banks,” which lie two or three miles from 
shore, where in one day he canfget as many fish US' he could 
catch from off the rocks in a week. ‘ 

• " All labor expended for a distant end falls under the head of cap! 
tal.”—B oscheb. 




CAPITAL. 


64 


88. The P^oflssional Boat-Builder.—Jbe canoe is capital; 
thft fisherman is a capitalist.. He can now take his choice of 
three thiny. He may go out in his canoe and brin^ home 
supplies of fish which will allow him to marry and rear a 
family in comfort, and'with his surplus hire sqnie of his 
neighbors to build liim a hut, their women to weave him 
b!ank^,;8, jnd their children to bring water frhm tlie spring 
and wait upon his family. Secondly, he mdjr let out the 
canoe to some one who will be gfcd tp get the use of it on 
p.aymcnt of all the fisji which on^ familfr codld fairly con¬ 
sume, anH himself stay at home iij complete idleness, basking 
in the sun, and on stormy days seeking refuge'in his hut. 
Thirdly, he may let out the canoe and himself turn to advant¬ 
age the knowledge and experience acquired in its^jonstruction 
by making more canoes. 

The Last is'thc course he decides to take. Again and again 
h(j reappears upon the shore, bringing a new canoe, for the 
use of whi(!h a score of his neighbors clamorously compete. 
And later canoes, be it’noted, are made with a smajier effort 
and sacrifice on the part of th»j builder. He has become 
i'.aniiliar with the groves wliere the trees are largest and the 
trunks most clear of Sranches. He has acquired * knack which 
makes *it almost a pleasure to strip off the vast rolls of tough 
elastic bark, lie ne»er spoijs his half-completed work, now, by 
an ili*di^ected blow. Moreover, his tt)il is reduced to a mini¬ 
mum, for hft has hired men to carry his burdens .and do the 
' Heavy labor. 

89. The Increase of Capital.—But soon the canoe-builder’s 
])rofit8 are threatened. Thjis far, in the possession of excep¬ 
tional skill and knowledge, he has been a monopolist, and has 
reaped a monopolist’s gains. How, however, stimulated by 
the sight of such great wealth gathered (that is, so great a 
command of other peopie's labor acquired) by one man, others 
begin to enter the field. 

As an ^jsential condition^ eJeh must save' and accumulatj 
enough food to support him while making his first boat, thal 
is, must accumulate a certain amount of capital. This, how¬ 
ever, is less difficult than it was in the case.of the original 
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builder, first, because fish have come, through yie multiplica¬ 
tion of boats, to be *much more easily olftained ; secondly,, 
because there are fewer experiments to make ; thirdly, because 
certainty and nearness of success^ will inspire the labors 
of ten men where one will be moved to great sacrifice,.and 
exertion.by a prospect that is distant &nd doubtful! More¬ 
over, some of the shrewdest of the assistants of th« nld boat- 
builder, who''liave watched him at work, and whom he has 
trusted more and more to do even the nicer parts of his task, 
begin to desert hinV and to set up for themselves. /J’he rent 
of boats falls rapidly ; the old master, who has become rich 
and self-imi>ortaut, and perhaj)S a little- lazy with years, goes 
out of the business. 

90. First Effects of Competition.—b’or a time, while the 
number of boats increases i'aj)idly, the cpality suffers deteriora¬ 
tion ; two fisln'i'tnen are drowned ui)Ou the banks by the 
breaking up of boats in a sudden squall. Tlie boat-builders 
in fault are condemned bv the general assembly of the ti'ibe 
to support the widows and orjdian children. The rage for 
mere cheapness is checked. Boats are now tested before 
they are used, and some ambitihus buiWers find themselves 
driven oufVif'tihe trade by the failure of their work. ^ 

And it is important to be noted that the profits of boat¬ 
building are rapidly reduced. Tie' first boat built repaid the 
coVt of its construction in a few weeks. The h .its now 
made only rejiay thb cost of their construction in Jie course of 
months. Yet, the men who make boats still get a better 
livelihood than those tvlio use them ; while those who use 
boats get a better livelihood, everf after paying tlu rent, than 
those who still fish off the rocks. ‘ i 

91. What Will They Do with It P—Now let us suppose 
that the manufacture of boats has proceeded so far that tl|yre 
is one serviceable boat for every four 'adult males of the tribe. 
At this j)oint, one of tavo widely divergent eoui-ses may be 
adopted, with very important results to the future of the 
community. 

First, the multiplication of boats goes forward until each 
man is provided with a boat, in which he can catch enough 
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fish, in two or three hours a day, to keep^him and his family, 
Biynmer and winj-er, good seasons and Jjad. The creation of 
capital ha| at least led to this result; it has put famine out of 
the question. There is always an abundance of fresh’fish, on 
the hanks, and of cured*fish even in the meanest^ hut. The 
reS, of the time is spoilt in idleness or sport. . 

SeCjpiyll^, the manufacture of bo*ts stops at tlie point where 
fish for the whole tribe can be j)rovided by oiK-fourth of its 
incmb(‘rs, toiling e,ariy and late 115)011 the banks. The remain¬ 
ing members, those who, througij youtij or (ftlf-indulgence, 
have fifiled to jirovide themsejves with boats, those who 
through misfortune have lost tlieir lioats and hav(* become dis¬ 
couraged, those who by pliysieal wejikness or natural or 
acquired infirmity are least fitted to uiidertak* the rugged 
duty of the fisherman, and those who have been iniunidated 
by tales or tty experience of hardshij)s, or by the sight of the 
bodies of drowned fislu'rmen rolled ashore after a storm— 
tliese all betake themselves, in one (iapacity or another, to the 
service of thefishernudi, the capita/?st-employers (l^ai.304) of 
the tribe. Only so many boat-l^iilders rem.iin as arc needed 
to repair and keep uj) the existing stock. The house-builder 
now takes the pla(!e*of the boat-builder. No #n# is satisfied 
to liv? in the sort of hut which would once have been thought* 
good enough for tJie ejiief. Menial servants Become numer¬ 
ous fashioning of ornaments awl trinkets takes up a* ast 
amount of Jabor. 

92. New Economic Desires.—Soon a new want emerges. 
A plant with bright llow'ers is discovered among the hills and 
brought home as a curiosj^y. It is raised, as a rallx'r distin- 
^lished thing, in front of houses of especial pretension. IJy 
cultivation it undergoes more or less change, particularly in 
the develojiment of large tubers which are found to be highly 
palatable and nutritioys. The absurd name, potatoes, is applied 
to these tubers. As affording a change from the everlasting 
eea-food*of the fathers, they ire relished gfeatly, and soon a 
number of persons are breaking up ground to plant and 
cultivate these tubers, which are exchanged, on liberal terms, 
for fish taken on the banks. 
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TiTie introduction of a vegetable diet marfa the beginning 
of a revolution in the life of the community.. After this, any 
thing is possible. The taste for a diversified diet^^ once felt, 
knows ho limits. Agriculture has begun, involving'the neces¬ 
sity of capital in a hundred forms. New foods are followed 
by new, fibers ; manufactures spring info being, and all *che 
potentiality of the modem, nation now resides in a tribe which 
a generation ago lived wholly on fish caught from rocks along 
the shore. 

93. TheLa ar of napital.—It is not necessary to trace furfher 
the increase of capital. At every step of its j)rogreBS, capital 
follows one law. It arises solely out of saving. It stands 
always for self-denial and abstinence. At the first beginning, 
savings are made slowly and painfully ; and the first items of 
capital have a power in exchange (an ability, that is, to com¬ 
mand the labor of those who have not capital), corresponding 
to the difficulty with which they are secured. The bow, the 
spear, the canoe, the spade, much as they cost, pay for them¬ 
selves in a few days. Suosequent inurements of capital are 
gained at a constantly diminishing sacrifice,* and receive a 
constantly diminishing remuneration, until, in the most 
advanced crnyitries, buildings are erected and machines con¬ 
structed which only pay for themselves in ten, twelve dr even 
twenty years. 

At every stage, we note, too, that capital releasMjabor 
power which was fo.’’merly occupied in providing for tne wants 
of the community according to its then prevailing standard of 
living. At every stage, the members of the comnfiinity make 
their choice, whether they will apply the labor ^ower, thus 
released, to the production of wealth, in other branches, or 
will content themselves with living as well as before, upon 
easier terms, giving up the newly acquired leisure to idleness 
or sport. 

94. Subsistence.— The office of capital has been perhaps abun¬ 
dantly shown in the account given of its origin. Capital, as 

* Prof. Marshall remarks that the whole continent of Asia, with Its 
thousand millions of inhabitants, has less power of saving than Togland 
has. 
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we have seen, is«that portion of wealth* which is employed in 
the productiAi o:J new form^ of wealth# 

At first, capital is limited to the means of subajstence for 
the producer. It was not easy in the first stage of industrial 
progress, to lay hjr enough of the game or the fish of one sea- 
soifto last until the qext. For want of such a store £>{ food 
many a ^tribe perished. Many aivather was kept in a low, 
misera^jle condition, unable to shift its seat to more promising 
localities, and continually depleted by famine and disease. 
Buf when once a tribe, by exc(y3tionat. good fortune, or 
through prudence and self-control, acquired a reserve sufficient 
for a full year’s subsistence, it becarneiu a degree master of 
its conditions. It could shift its seat to better hunting or fish¬ 
ing grounds. It could pursue its avocations S 3 »itematically 
and economically, doing that which should be esteemed most 
])roductivc in*the long run, not, as before, hurriedly and waste- 
fully, under the stress of immediate want. The physical 
strength of its members was kept at the highest point by ample 
and regular diet. * * , 

An amjile year’s subsistence »forras the most importiint 
advance which a people eves mak*e in their progress towards 
industrial prosperity? No subsequent step costj^ wiui-h.alf, or 
a tithe‘as much. Many peoples never find themselves able 
quite to accomplisl^ this. The people of British India can 
hopeiiM no more, in good years, thaif to be carried throi^h 
into the next; while, once in every four or five yea^, a famine 
'■ollowing a short crop sweeps away millions by sheer starva¬ 
tion, or by ^he fevers which feed upon half-famished popula- 
dons. Even in Ireland, th^e was known, half a century ago, 
a period two or three months long, preceding harvest, which 
w^B called by the peasantry “ the starving season.” 

96. Tools.— The next purpose, in logical, and generally, also, in 
historical order, for whiph capital is accumulated, is the acqui¬ 
sition of tools. I use the word here in its largest sense, 
including all apparatus, utensil* and machinoTy! The knife, 
the bow, tlfe spear, the canoe, the net, are the tools of a cer- 


* Excluding land and natural agents, considered as unimproved. 
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tain stage of industrial society. ITie spade, ^the cart, the 
plow, the distaff, theF'forge, ara the tools .of a later stage. _ 
The loom, the lathe, the printing press, the trip-h^iminer, the 
railroad and the shij), may, with equal propriety, bp called 
the tools o/ to-day. The buildings which protect machinery 
from tbe^weathcr, and the shops in whisli trade and manul'ac- 
tures are carried on, are, Ri this sense, tools. , , , 

96. Materifcls.—Tlie third fonn which capital takes is that 

of Materials. The wqrd, ds here used; covers all kinds of - 
wealth Avhiclf’are rfevotedrto the jiroibiction of w'ealth in any 
other way than as subsistunce for the laborer, or as tools to 
increase hii ])ower in jiroduction. In a. jiriiiiitive state, mate¬ 
rials play a small part. The bait for the book among the tribe 
of fishermeA’; the corn saved for seed in a jilanting commun¬ 
ity, are the most })rominent materials of early industry. In a 
later age a large part of all the accumulated wealth of a com¬ 
munity exists in this form. ^ 

Ultimately, indeed, these materials will be wrought partly 
into tooU, jiartly into the means of sufisistenee. A jiart, also, 
may come to be devoted to purposes of luxury or display, and, 
hence, cepse to be capital at all.* liut at any given tiine, the 
capital of'.aViommunity may be classed tinder these three 
heads : Subsistence, Tools, Materials. * 

97. The Three Forms of Capital.—In ♦. certain sense these 
three may be resolved“into one, Subsistence ; as, ii^<^d, all 
the forms of subsi.stenee itself m.ay be resolved info one. Food. 
Thus, the first simple tools of the barbarous community ma/ 
be said to be exactly represented by the subsistence required 
by the laborers engaged in making the tools. Tlje first mate- 
ri.als produced bj' the aid of these tools may bo said to be repre¬ 
sented by the subsistence of the laborers using the t ools, adifed 
to that of the laborers who made the tools. And so of the more 
elaborate tools and the more various, and costly materials of 
after ages : all may be said to represent the subsistence of the 
laborer while engaged in the let of production. ^ 

Likewise all the fonns of subsistence, food, clothing, shelter 
and fuel, maj^ in theory, be reduced to one, food. The clothing 
of the laborer, for example, represents the food which he con- 
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Burned while Jie Vas gathering the fiber8„of the wild grasses 
and weaving them into a blanket. Theliut represents the food 
consumed ^uring its erection. The fuel represents the food 
consumed while the laborer was gathering f.agot8 in the forest. 

as. One of the advantages of this classification is, that it 
directs the attention ts) the part performed by tools, jjiachiTiery 
and apparatus, in the production ol*’wealth. Jjook into many 
text books on Political Economy, and you wifi find ca})ital 
spc^en of as if its main, or even fts soh; office, were to funiisli 
subsistence to the laborer. Yet t\w» nations may be equally 
providecTwith subsistence, while the superiority of one of them 
in the possession of bjols may give it a prodigious advantage 
over the other in the power of producing wealth. One man 
with simple tools m.ay do the work of ten men'eq -dly well 
fed, but having only their Inands to work with. Ten men with 
the wood-wo*rking, cotton and wool-working, or inetal-work- 
iqg machinery of to-day, run by steam or water jxiwer, may 
easily do the work of a^thousand, with distaff, chisel, saw and 
axe. 


CHAPTER lY. 

■' THE PEODUc’i'lVE ‘CArABILlTY OF A COMMUNITY. 

09. We Jiave spoken, in succession, of land power. Labor 
power and capital power. The productive capability of any 
community is determined by the^e three elementS,''iii' the 
degrees in jvhich they are severally found to exist there. 

While • the land remains in the condition of increasing 
returns {Par. 50), as in the Eastern Slates of the American 
Union during their earlier history, pr(i luction maybe large, 
per head of population, with but a small amount of capital 
available. Even after cultivation has reached the condition 
of diminishing returns (Par. 5l), the energy, intelligence and 
skill of the laboring class, and the thorough organization of 
industry, may wrest a comparatively high rate of produce 
from the reluctant soil; or, in spite of an ignorant, clumsy 
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and BpiritlesB population, as in the west of England, the con* 
centration of a vast capital upop a naturally rich soil ipay 
yield large returns, long after the same stage of ^cultivation 
has bden reached. 

f 

■ 100. Where all three conditions al e found favorable to pro¬ 
duction, *. e., fertile lands not yet fully taken up, an intelli¬ 
gent and'energetic laboring population, with abundaijt capital, 
as in the opejung up of parts of our Western States within the 
last thirty years, and notably in the development of Minnesota 
and Dakota mow going 90 , the rate at which wealth gfows 
appears almost fabulous. , Surely, inevitably, hoWever, the 
increase of population will bring about the condition when an 
increasing labor power and capital power must struggle with 
a decreasing capability of the soil. Mechanical inventions, 
chemical discoveries, may long postpone the diminution of the 
pcr-capita product; all improvements in the industrial char¬ 
acter of the working classes, or in the orgiinization of labor, 
enable a larger population to be supported without reduction 
in the quality of their slibsistence ; but not the less is the 
power ol one of the factors of production steadily on the 
decline. 

This pripe^ple .applies, be it observed* only to the per-cap- 
ita product. The absolute quiintity produced increases con¬ 
stantly with'everj* increment of labpr 0 % capital judiciously 
applied to the land. There never comes a time wh^ii».more 
laborers will not produce larger harvests. Therc^never comes 
a time when additional capital introduced into agriculture* 
cannot secure for itself some return. ‘ 

101. Such is the condition un^r which the earth is culti¬ 
vated by human labor, for the supply of human w.ants. The 
production of wealth by mechanical processes is, however, ^s 
we have seen (Par. .53.), subject to this condition only so far 
as relates to the materials employed, in manufactures, all of 
which are derived from agriculture. The mechanical pro¬ 
cesses themselVes arc subjeOu to no such drawback. On 
the contrary, the increase of population for a considerable 
period allows the* division of labor to take place more fully, 
with the result of enlarged prod"etion. Hence the multipli- 
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cation and diveriification of conveniences and refinements, 
so far as they*involve no increase in thf amount of material 
consumed, may be carried forward literally without limit.* 
Labor and capital here act with prodigious force, not,* as we 
might say, by addition, b«t by multiplication, each step ren¬ 
dering every successive step easier, as the force of *haj)it and 
invention give to production a cons^ntly accelerating rate of 
movem’ent.* 

102. Productive Capability not fully Eealized.—Produc- 
tive*capability being thus deterniii^(!(l%y ^ho tl«’ee elements 
which have been stated, the greatest question which the econ¬ 
omist has to answer, the most diflieult, tlie most»im})ortant 
question in economic*,'is, whj^the actual production of wealth 
falls so far short of its productive ca[)ability. But tips is a ques¬ 
tion which cannot be finally answered till the reader has bccTi 
taken througii all the departments, by turns, of economic 
science. It is not until the economist reaches the department 
of honsnraption, that he can show how the use which is made 
of wealth may waste the capital fewer of a community, 
or may impair its labor power through flie effects of vicious 
indulgence upon muscmlar sjrength and uj)on the will of 
the laborer. In the department of distributioji,^again, wo 
shall s«e how the division of the product of industry, 
among the several persons and classes of persons engaged, 
may mwk great and perfiianent injury to those who iye 
at disadrontage in making their claim ; an(J how disputes and 
• ontests over that division may seriously reduce the amount to 
be divided. *111 the dej)artment of exchange, the economist 
meets the question in a sj)eci:il form, namely, what is the 
cause of tliose occasional sloiipages of production which 
ait known as crises, or “ hard times,” when the wheels of 
industry move with painful slowness, ond the wealth which 
has been gathered in preceding periods is wasted in an inact¬ 
ivity from which all classes suffer, and yet for which no one 
seems accountable, since all ara^ or profess 18 be, ready and 


* The important mistake committed by Mr. Ilen^ Qeorge, through 
overlooking this point, will be indicated in Par. 615-7. 
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desirous to work. Under each of these titles, thus, we shall 
find something by wh|cli to explain the phenomenon that the 
actual production of every commercial and manufacturing- 
country, taking a term of years together, falls far below the 
possible production. 

103. Industrial Structure.—Even under the present title, 
we have lo note a liability which besets the productive power of 
a community,arising from what we may term its industrial 
structure. By this tenn is intended that organization of the 
capital poweg and the Labor power of a community, which 
makes the productive capability of the whole depend, in a 
greater or .less degree, upon the character of individuals or 
classes of individuals, and, in consequence, upon accidents 
affecting thp fortunes of siuili individuals or classes. This is 
a matter far too little regarded in reasoning about the wealth 
of nations and communities. Writers in economics are apt to 
speak of the labor power and th(> cajiital power of a commun¬ 
ity .as if they were .aggreg.ates of jnire force. No reference 
is made to structural ofganiz.ation. -Complete homogeneity 
and the highest mobility a,re assumed for the whole Labor- 
mass and the whole c.a])ital-jiass. 

In siieh ,Ji,,way of looking at the subj..-ct we lose sight of 
the possibilities of great loss to production arising out 
of two conditions. 

t 

t ^04- (a) Partial Immobility of Capital and Labor^Tn .all 
advanced industri.al societies, Labor and capital become com¬ 
mitted to certain courses, from which they can" only depart ( 
after much delay, against great resistance, .at heaty cost. We 
have seen how vast is the incr(‘.ase in productive power caused 
by the division of Labor, the differentiation of industrial func¬ 
tions, the spocializ.ation and localization of trades and the 
organization of the productive forces. 

Precisely according to the chances of gain resulting here¬ 
from, is the risk of loss, in the case of' mistake or misadvent¬ 
ure. The artie.an who has IcarTied a trade become&.compara- 
tively helpless if the opportunities for working at* that trade 
are taken away. • The factory hand who has learned to per¬ 
form only one operation out of the multitude that go to the 
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spinning of a single yard of cloth, can do little if he he thrown 
out of the plafte where that operation is^ th he performed in 
immediate connection with *all the others. In theory, the 
artisan or !he factory hand may turn to some other field of 
productfon, and soon acqmre the knowledge and the manual 
skillwequircd in so*mc new art or trade. The ohsefvation of 
large populations, through long periods, shows tlait sifch rcad- 
justmei1ts*of specialized labor demand more ene^y and more 
enterprise than are possessed hy TH()st lahoi-ers, occujiy a great 
dealsof time, at the hesi, and involve mf sniall waste of labor 
power. 

, Not infrequently that readjustment is not fulh' aeeoinplished 
in the generation that first feels the necessity for it. The 
population or class of laborers upon whom this^ demand is 
made, prove unequal to the task, lose hoj)efulness, courage 
and self-respc^d, and hy a slow dc^cline sink into pauperism, 
s(jualor, vagabondage and vice, too often transmitting tainted 
blood .and tainted minds to the gencr.ation that follows. 

106. (b)Misdiroctioiwjf LaboranifCapital.—f'aj)ita' j)ower 
and, in perhaps a greater degree, labor power are in the hands 
of individu.als whose peculiarities* of character, of habitude, 
of station, seriously modify the application of jaafit.al and 
Labor to»prodnetion ; whose mist.aken aims, whose erroneous 
impulses, m.ay divert^these forces from the objeat which we 
have giinposed them to lie* seeking w^th an unremitting ayd 
an nnmi^aking attraction ; whose accidents of fortune m.iy 

jiair the energy of the industrial movement, or for a time 
arrest it com^jlctely. 

The most familiar illustration we could use is that of a fac¬ 
tory whose* master h-as suddenly died. The labor power 
refbains ; the capital power reimains ; but the spring that set 
them in motion is broken. It may happen that a son, or a 
partner, of equal ability, will at once step forward and t.ake 

' up the burden that has fallen from the nerveless hands. It 
may be, oa the other Inand, that a long period of embarrass¬ 
ment will ftsult, during which labor and capital will stand 
idle. Perhaps the loss will never be made good. An incom¬ 
petent person succeeds by right of relationship. Bad manage- 
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merit dissipates both the accumulated wealth «and the reputa< 
tion of the establishm^Tit. After a dreary struggle, the stock 
and fixtures are sold, the factory is dismantled, and the opera-* 
tives go forth to find employment elsewhere as' they may. 
There is many a thriving town in New England, whose only 
reason fpr growth, through fifty years, from small beginnit.gs, 
has been found in the accident of the birth there, and the long 
life, of a single energetic, able, careful man ot business. 
There is many a “ deserted i.village whose decay dates from 
the sickness or deatji of one man, out of the many hundreds 
who thronged its streets. 

So difiicult is the control and direction of capital and labor, 
that a distinct class is called into being, in all industriallj’’ 
advanced c<,>mmunities, to undertake that function. This 
class is known as the employing class, or, to adopt a Word from 
the French, the entrepreneur class. 

106. The Entrepreneur Class.—Mastership is essential to 
a large and varied production. The industrial enterprises of 
the civilized states could not have been brought to their pres¬ 
ent heighl without mastership, and could not be maintained at 
that height one year without it. Whatever may be true of 
politics, th(j:jndu8try of the world is *1101 tending toward 
• democracy, but in the opposite direction. • 

In its first'stages, the division of labor ^oes not necessarily 
imply the introduction af the mast’er-class. When th^orms 
of production are f^w ; when materials are simple ; when only 
hand-tools are used ; when each artisan working at his bench 
makes the whole of the article to be marketed ; •when styles 
are standard, and the consumers of the product are found in 
the immediate neighborhood, the need of the master is not 
felt. But when the hand-loom gives way to the power-loom ; 
when the giant factory absorbs a thousand petty shops ; when 
many persons, of all degrees of skill and strength, contribute 
to*a result which perhaps not one of them comprehends per¬ 
fectly or at all ;• when machiaery is introduced which deals 
with the gauzy fabric more delicately than the human hand, 
and crushes stoiic’ and iron with the force of lightning ; when 
costly materials require to be brought from the four quarters 
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of the globe, an^l the products are distributed by the agen¬ 
cies^ of commerce through ^very land ;«when fashion enters, 
'demandirig^ncessant changes in form or substance to meet the 
caprices of the market, then the master becomes a necessity of 
the situation. 

Ifis work is not aloije to enforce discipline through the body 
' of laborers thus brouglit under one joof ; not aldne to organ¬ 
ize these ])arl,s into a whole and keep every j)ar# in its place, 
at its j)roj)er w'ork ; not alone to iuriii.jh t(‘chnical skill, and 
exeftdse a general earc^of the vast, proj)efty involved. IJe- 
yond th(^(( and far more than Ijiese, he is called upon to 
assume the resj)onsil)ilities of ju’oduetion ; to dfeide wliat 
shall be made, after what patterns, in what ,|uantities, at what 
times ; to whom the jiroduet shall be sold, at whatoprices, and 
on wdiat terms of ])ayment. The armies of industry cati no 
more be raised, isjuipped, held together, moved and engaged, 
without their commanders, than can the armies of war. 

107. Those conditions of production w'hicli bring to the 
labor(!r the necessity of •finding a m.aster under w'hom nc can 
work, bring to the man of suj)erioj abiHti('s .and aefjnircments 
the o])])ortunity to employ hi* j)owVrs for the greatest econo¬ 
mic .advantage of society and for the gre.atest prof-^yto himself. 
In a colhmunity where division of labor has proceeded but a 
little w.ay, the man intellect moves but one jTair of arms. 
In a h'oilily organized industrial systenv, he moves athousan*!. 

One man who has the genius to jdan findii a host of helpers, 
il’. eh of whom can e.\:ecute his s(diemes ne.arly if not quite as 
•wmll as ho Ifimself individually could, who yet would have 
been wholly hel])less and ayazed in the presence of the exi- 
geindes, the difficulties, the dangers, which only arouse the 
sjffiit of the master, stimulate his faculties, and afford him the 
keenest zest of enjojmient. 

108. 'Whether we regard this as the ideal statq or not, 
whether we rcsjoicc or re])ine at the extension of the principle 
of mastership in industry, it is Mie most characteristic fact of 
the. industrlhl system of to-d.ay. It is likely to gain rather 
than to lose importance in the ye.ars to come. * 

During the great mor.al and politic.al fermentation, which 
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brought on the Revolution of 1848, the attention of social 
reformers in Frande,wa8 called to the possible benefits of Co¬ 
operation, being an industrial system in which^ mastership, 
should disappear. Not a few of the English economists, and, 
following them, American economists generally, have been led 
to take up co-operation as a practicable scheme, which «nly 
needs to'be tjicd in order to work the most beneficent results. 

So far froig it being true that the abolition of rfiastdrship is 
at present feasible,* there ^lever was a time when the distance 
between the,man and''the master was so wide as it is to«day. 
Nay, the distance between the mere 'superintendent, or over¬ 
seer, on tlvjone hand, who thoroughly understands the techni¬ 
calities of production, and has all the ability required for exe¬ 
cuting ordqrs, for enforcing discipline among the working force, 
and for keeping the machinery of the mill smoothly running, 
and the real master, the org.anizer and energizer, />n the other, is 
greater to-day th.an it ever was before. That distance, so far 
as I can judge, tends continually to increase. The possibili¬ 
ties of g.ain or of loss*.'were ncveri so great as now. The 
choices 4nd decisions essential to the conduct of business were 
never so frequent or so difficult. The difference in the prod¬ 
uct, whibh,, results from the difference «between the able and 
* 

the inb'rior management of affairs, was never so grert. The 
toleration o4fcred to the commonjilace in industry was never 
so small. 

r 

109. Fossibilities of Industrial Damage Involved in the 
Entrepreneur System.—While the entrepreneur system ii^ 
thus, an agency of the highest efficiency in increasing the pro¬ 
ductive power of a community ; becomes, indeed, the condi¬ 
tion without which the industrial 'enterprises of modern society 
could not exist, it will be seen that it involves the possibility 
of industriiil disasters commensurate with the forces it sots 
in motion. Just as the accidents of the railway are more 

* I speak here pf Industry as a whole, and especially of the largest 
branches, supplying general markets. When we com^*to speak of 
Industrial Co-operation, in Part VI, I shall note certain possible excep¬ 
tions, in the case of smaller branches of industry supplying narrower 
markets. 
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destructive and Tearful than those of the^ wagon road, so do 
the catastrophes 0 / modem production axcecd, in their wreck 
of fortune ijnd waste of capital, all that is possible under the 
less ambitious organization of productive agencies. Tlfe mis¬ 
takes of the man yho controls a thousand workmen are multi¬ 
plies a'thousand fold., . 

And tlpase mistakes will not he« infrequent. • W^hile the 
entrepreneur class in any community coiisisto generally of 
strong men, that cIass.contain8 many pc>rsons who by the acci- 
denf of fortune have come into the jontrol^of th(* agencies of 
production without the necess.ary qualifications, and who 
habitually mismanage and misdirect these agendcs, to the 
lowering of the general scale of productiveness in the com¬ 
munity. Moreover, the ablest men of business thesnselves fall 
far short of the ideal st.andard. Not to speak of intellectual 
failings, infimtities of the will are such as to make it a mat¬ 
ter of course that no small ])art of the industrial power placed 
in the hands of the entrej)reneur class wall be misdirected. 
'Hie perfect temper of btisiness is found in few men^: oscilla¬ 
tions between recklessness, on the #ne hand, and over-cautious¬ 
ness, on the other, constitute the nile, while absolute self-poise 
is the rare exception. ’In paragraphs SKi to 314, jMip indicated 
cert.ain ’causes which tend to multiply the proportion of 
incompetent employes. . 

110. DestructionofWealth.—Another cause which k - 
quires to be mentioned, as in a degree accounting fpr the fail- 
».ie of industrial society to accumul.ate wealth and maintain a 
productive capability corresponding to the theoretical efficiency 
of the three primary agenjs of production, land, labor, and 
capital, is the actual destruction of wealth by accident or con- 
viflsions of nature. The losses by fire, alone, in the United 
States probably exceed a hundred milli<”is of dollars a year, 
if structures only are considered ; while were we to,add the 
damage to crops and forests, the sum of wealth consumed by 
this fearfai agent would be g»:atly increased. * Hurricanes, 
and storms, and floods, and accidents by rail, annually waste 
and destroy no inconsiderable portion of the products of human 
skill and toil. 
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CHAPTER 1. 

THE TiiEOEY OF VAl.CK. 

111. Exchange as a Department of Political Economy.— 
We have seen that there is a teiuiency anioiig recient writers 
to abolish the familiar departments of ])oiitieal economy, sev¬ 
erally known as production, exeliaiige, distribution and con¬ 
sumption, as interfering unduly with the simplicity and 
perhaps with the dignity of the science they have chosen to 
cultivate. Even of those who hav(' retaiiufd certain of these 
titles, there is a general consent at le.fst to abandon exchange, 
as a department of politica’ economy.* 

I am disposed to think 'that this g(‘iu>ral abandonmtmt of 
exchange, a distinct title in jmlitical Economy, is due to a 
confusion of exchange with trade or commerce, vi(b\u‘d as 
productive dgenc.ies. It is seen that the most of what is done 
in tr.adc or commerce j)ertain8 to tin* production of wealth. 
The labor employed in packing or baling goods, bi transport¬ 
ing thein to market, in opening .and (ixposing them for sale, is 
engaged in the production of wealth, equally with that 
employed in raising the raw materials from the ground, or 
fashioning them into merchantable shapes. Values are created 
as truly in the one case as in the other. Even the labor of ftie 
clerks and salesmen is productive Labor as much as that of the 
artisan or the agriculturist. The liorses and wagons, the 
locomotives and cars, the shops and warehouses, of trade and 
commerce arc strictly productive agencies. 

* To this Mr. Mi'l forms a conspicuous exception. He makes exchange, 
as distinguished from production and from distribution, the subject of 
one of the books of his Political Economy. 
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What is it, the*, that need be considered under the title, 
exchange? What is left, after produstion has been fully 
treated ? A^hy should this department of political economy 
be retained ? * 

Under the title,^exchange, in a systematic treatise on politi¬ 
cal Economy, I would consider the Ratios of Exeliaiytc, the 
terms on which goods, cottnnodities,jarticlcs posst^ssiiig value, 
items in tfie’siim of wealth, exehange for one another. We 
are here called to ans\^er the question : Why does so much 
of tWs commodity exehange for so lijnch o^ that? AVhy not 
for more¥ AVhv not for h'ss ? 

Such a <jues(ion, it a]i])ears to me, can best be trtMted apart 
from the exposition of the physical conditions nnd(‘r which 
xvealth is produced fas, for instiince, the eflieieiiey ^f the divi¬ 
sion of labor, or the diminishing jiroductivcness ol land); 
ajiart from tin* discussion of the forces by which tlie product 
of industry is distrilmted in wages, interest, profits, rent; 
ajiart, also, from the question, what effects uj)ou the future 
jirodnction of wealth wiH he wroughl*by giving one direction, 
or another, to the consuinjttion of ^le existing body of wealth. 

112. Exchange Arises o^jt ofHhe Division of Labor.—• 
The occasion for exchange arises out of the divisi()jj hf labor. 
Were aH persons engaged in tlie same productive avocjitions, 
tluTe would be no inducement to exehange. T<* barter fish 
for fish, or bread for^read, would be ^inj)ly a waste of tiiye 
and energy. It is bi'canse men first divide in production that 
y afterward unite in exchange. It would be easy to con¬ 
ceive a comnfnnity in which eacli producer should be engaged 
in precisely the same work as every other, each r.aising from 
the ground dr making by the labor of his hands all that he 
w«lre to eat, drink or wear. In such a situation, .all that has 
been said of the causes of the v.arying efiic.iency of individual 
laborers would hold good ; all th.at has been said concerning 
“ diminishing returns in’agriculture,” all th.at h.as been said of 
the origin^nd office of capital„would still h*l<i good. But 
there would be no actual exchange, because there would be no 
division of labor. 

Li“t, however, the production of the individuiils of a com- 
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munity be varied by ever so little, the occasion for exchange 
will arise. If one agriculturist raise wheat,, another rye, an¬ 
other potatoes; and if others raise, some cattle, ^ome sheep, 
some Swine, the products will soon begin to be exchanged. 
Then the question will arise, how much wheat shall be given 
for a bushel of rye or potatoes; how many sheep or 8win4 for 
an ox ? 

Let the principle of the division of labor be carried further, 
until a score or a hundred o' mechaniea' arts and trades and 
half a dozen lp.arijipd professions come to be recognized, and 
the occasions for exchange will rapidly extend to a large part 
of the entire production of the community. The farmer may 
still consume a half * of his own corn and beef and jeotatoes, 
but the smish will scarcely consume the product of his own 
labor for three days in the year; the boot-maker will be con¬ 
tent with one out of fifty pairs of boots he makes in the same 
time; the physician will probably take none of his own medi¬ 
cines. 

113. An Exchanging Class.—And it will resillt, either that 
these persons, having occasion to exchange their products for 
those of others, will have to give;, up an appreciable portion of 
thesir time V' making those exchanges in person, or else, the 
work of making exchanges will become the subject mittcr of 
a new profession or avocation. _ ^ 

tf the smith can in cone day make as many horseshoes as 
the farmer could iij ten ; and if the farmer can in one day do 
as much in raising wheat as the smith could in two or three,' 
it is evident that the peddler or shopkeeper who*enables the 
farmer to keep steadily at work raising wheat and yet have 
shoes for his horses, and the smith to keep making shoes and 

■ ”” V”” 

* In England, says Prof. Eoscher, it is 38.8 per cent, of the supply 
that comes to the market; in Belgium, 40 ; in Saxony, at lea.st 50 per 
cent. In Germany, tlie farmers consume on an average, two-thirds them¬ 
selves. 

The ratio betvrccm the portion of ,}he crop marketed and ,*he portion 
consumed at home, is, of course, not the same for any two -ountries. or 
for the same country, at any two dates. It is continually changing with 
changes in tlie habits of living among the ix:ople, with changes in tl»e 
facilities of transportation, etc- 
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nothing else, and’yet have bread to live upon, is a productive 
agent as truly'as smith or farmer. 

■ Just as tl>e division of labor between the individuals of a 

community gives rise to exchange, so the extension bf the 

same prmciple to the cominunities of any country, or still fur- 

thei? to all the countries of the world, creates new occasions 
' • . . . . 
for exchange and rapidly multiplies the objeots to be ex- 

changeS. Li all these successive cases the agenqjes by which 
exchanges are effected: the labor #f the^men engaged in trade 
or transportation; the horses and, wagojs, the steam-cars 
and shipS; the services of the clerks who write orders for 
' goods and keep account of sales and payments, of the bankers 
who advance the requisite capital or remit the proceeds of 
commercial ventures, even of the shipping reporter! and finan¬ 
cial editors who supply the information upon which merchants 
and bankers alike must act, all these agencies are as truly pro¬ 
ductive of wealth as the labor of mechanics or miners or agri¬ 
culturists, and are to be treated under the title, production. 

We have, uflder the tftle exchang<^ only to- investigate the 
principles which determine that,so many dozens of wood 
screws made in Providence of so tnany pounds of horseshoe 
nails made in Troy, shall purchase so much of thij wheat of 
Illinois,*the tobacco of Kentucky, the sugar or molasses of 
Cuba, the tea of Chipa. 

114. Value.—Whence comes this power-in-exchange? Wh#,t 
are its conditions, and what its limitations 

* We have defined value as the power which an article con¬ 
fers upon its*posse8Sor, irrespective of leg.al authority or per¬ 
sonal sentiments, of commanding, in exchange for itself, the 
labor, or the products of the labor, of others. 

Slut let us go further, and inquire how it is that one article 
confers on its possessor such a power, while another does not; 
_ why it is that, of two articles of value, one confers the power 
■of commanding the labor of others for weeks or years, while 
another is»parted with for the service of a dajs oV an hour. 

115. Value and Price.—But, first, let us introduce a term, 
the use of which is not absolutely necessary aft this point, but 
which will, nevertheless, save much circumlocution, and per- 
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haps avoid a liability to misunderstanding—that term is Price. 
Value is, briefly speajcing, purchasing power, oi* power in ex¬ 
change. Price is purchasing power expressed ip terms of 
some one article; power-in-exchange-for-that-article, be the 
same wheat, or beef, or wool, or gold, or silver. In common 
speech the word price brings up the idea of money-valucf the 
purchasing power of an article expressed in terms of money. 
Yet it is eqi|filly correct to say that the price of a horse is 
seventy-five bushels of whept, as to s.ay that it is one hundred 
dollars. Inasmuch as weJiiivc not yet introduced the ms-ney 
function into our discussion, the word ])rice, throughout the 
present ch*.])ter, will be understood in its more general sense, 
as the purchasing power of a commodity expressed in terms 
of some otlger article. 

116. Distinction between Value and Utility.—In setting 
out upon our search for the law of value, a distinction of great 
importance requires to be made. Value must be severely dis¬ 
tinguished from utility. Many economists of merit have 
stumbled at this ])oint. ^ven of those who have observed the 
distinction between the tw’o conceptions, some have resorted 
to unfortunate terms for their characterization, and have 
written of yalue in use and value in exchange. Now, value 
in use is utility, and nothing else, and in political eeonomy 
should be caihed by that name and no other. Value is power- 
irtexchange, and, tlu'refore, the term value-in-exehangc is seen 
to be a bad one, at once clumsy and misleading. 

Nor must it be thought that value and utility have any such 
necessary and constant relation to each other that one may 
safely be used for the other. On the contrary, an article may 
have the highest conceivable utility, yet no value'. 

The utility of atmospheric air is inexpressible. Atmospheric 
air has usually no value, because it is supplied naturally, in 
such .abundance that .any one c.an have as much of it as he has 
occasion to use without giving for it either his labor or the 
products of ltis“labor. Even atmospheric air may; however, 
acquire value and be sold .at a regular, definite prifce, so much 
per cubic foot,' as when delivered through pipes to a diver 
beneath the surface of the ocean. 
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The utility of l^ater is also heyond expression, yet ordinarily 

water has no talue. In cities, however, water is delivered to 

• • • 

householdep at fixed rates, supposed to represent the cost of 
the service by which the fluid is stored, conducted and* deliv¬ 
ered. '^ater, though ordinarily to be had gratuitously, may 
thuf acquire value. On the other hand, something iMy even 
be paid for merely getting rid of it, A party may enter into 
a contract *for puinjiing it out of a niin(‘, or a*swamp, or a 
cellar, at so mmdi a gallon. A intwh'higher price is often paid 
fortemoving the fluid from the plaqe whe|jL* it is not wanted, 
than is cbmmonly paid for bringing it to the place where it is 
wanted. • 

But while utility anil value must not, in economic reason¬ 
ing, he ust'il interchangeably, as they so often are,in ordinary 
s|H ech, utiUtij is everi/w/ierc one of the elements of value. It 
ii alwai/s present, where value is present. It can not be assumed 
that a man will give his labor or the jiroducts of his labor for 
that for wliieh he li.as no use. 

■ 117. Useful does not mean Beneficial. — It needs to be 
observed th.at the utility of whicl^the economist sjieaks is not 
always the utility reeogni/.ed.by the inor.al philosopher or the 
physiologist. By th.ft term the eeonouiLst signifies "only that 
an article answers a felt human want; that mentfliave a use 
for it. • 

The ajipetitc from wliieh th.at sense <if want arises niayjie 
1 ieious, the object itself may be prejudicial, even jiernicious. 
notoxicating liquors are, in their main uses, injurious to body 
and to mind * but so long as men want them, they have utility', 
in the economic sense. So long as men want them and can 
only get them by giving something for them, they have also 
vifiue. Nay, the prussic acid which a desponding wretch buys 
of the druggist has its value as truly a' the medicine which a 
father buys to save his child’s life, .and has its utility, in the 
economic sense, as well. 

118. Is^aluo aMomentary Shenomenon!*—We say, value 
is power-in^exchange. Some writers, using this definition, have 
proceeded lo .argue that value is a momentilry phenomenon, 
beginning and closing with the act of exchange, and that an 
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article has valae onl^ when it is exchanged ;*onIy while it is 
exchanging. t , ' , 

Is not this to confound our knowledge of a thing with the thing' 
itself? man owning an article can not know precisely what 
it is worth until he comes to exchange it. B;it it may all the 
time he beyond the possibility of doubt that the artttle 
has purchasing power; would bring something in an 
exchange. e 

One owns a house in New>York. He can not know at any 
given time, without resor,t. to an actual exchange, what *its 
value is, since value is power-in-exchange, and to an eitchange, 
as to a quarrel, there must be twe parties. The owner’s per¬ 
sonal estimate does not fix the value, M'hich may prove much 
below that ^‘stimate. But while the owner may not know 
what is its power-in-exchange, there may be no room for 
doubt that it has such power. If it V'ould not sell for $30,000, 
his estimate, it would bring $10,000 in any conceivable state 
of the market; but if it only brought $5,000, or $5, it would 
have value. * “ 

A farmer in Illinois has l/)00 bushels of whe.at, and sells 
500 btishels at $1.50. He knows that the remaining 500 
bushels hav^ value ; but, just what that ’Value i.s, he can not 
know. That the wheat would go off at some price, is beyond 
question ; bu't it might take a consideralj’e reduction, say to 
$l.()-5 or $1.40 to carry it off ; or, oif the other hand, a change 
in the market might put the ju'ice up to $1.55. 

There are, indeed, circumstances where a man may not be > 
able to know that an article in his possession has Value unless 
he actually finds a purclmser for it. These are cases where 
the value of an article is, at the best, low ; or where the uses 
of an article are few, and the demand for it spasmodic anH 
intermittent. But to say that value is a momentary phenom¬ 
enon, only emerging in the presence of a purchaser, and 
remaining only during the consummation of a bargain, seems 
much like saying that a body bus weight only while tome one 
is lifting it. ' 

V'119. What is the Eolation of Labor to Value P—We have 
said that value is the power which an article confers upon its 



VALVE AND LABOR, 


8 S 


posflessor, irrespAtive of legal authority^ or personal senti¬ 
ments, to commaqd in excliijnge for itself the labor, or the 
products ofithe labor, of others. 

Does ,that power arise solely and necessarily from th*e fact 
that labor has btspn besfowed upon the production of that 
artiAe? No. It is tyue that men do not commoijjy give 
labor for .that which has not costr labor; and’that, on the 
whole, and in the long run, the resjiective valuessof a number 
of articles will, at least in the s*nc cpmmunity,* be nearly 
acccfrding to the amounts of labor that h#ve been expended 
upon thcfh, severally, lint it is not because an article has cost 
labor that it possesses value. That is because it eitn not now 
be obtained without labor. In any given instance it is not 
necessary that a thing, to have value, should itselfc Iv ve cost 
labor in any degree ; while it is not at all uncommon to find 
an article hafing a value equal to that of another article 
which cost twice as much labor as itself. 

120. Prof. Senior’s Statement.—I’rof. Senior miarks: 
“'Any other cause limiting supply, is* just as efficient a cause 
of value in an article, as the necessity of l.abor to its produc¬ 
tion. And, in fact, if all the .commodities used by man were 
supplied by nature ifithout any intervention wjiatever of 
human fabor, but were supplied in ])recisely the s#me quanti¬ 
ties as they now are* the);e is no reason to supj)olc that they 
would either ceiise to be valuable, or would exchange in any 
other than their ))resent proportions.” 

* Prof. Senior elsewhere inquires : “ Suppose meteoric iron 
were the only fonn in which that metal weiv ])roduced, would 
not the iron supplied from Jjeaven be far more valuable than 
any existing metal ? ” 

\21. Here is an autograph of John Milton. The lines may 
have been written to a friend, or from a mere fi-eak of fancy, 
.or to occupy an idle mopient Labor, in the economic sense, 
there was none. Yet the autograph m.ay be worth ^>20 ; that 
is, may C(jmmand for its possesSlyr the labor of*a skilled work- 

* The significance of this qualification will be seen when we come to 
speak of International Exchanges, in the following chapter. 
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man for ten days, of ton working hours each': Here is a high 
degree of value (tliat is, command of th?, lator of others) 
where yet no labor has been. The explanation is iouiid in the 
fact that Milton is dead, and his remaining autographs are 
few, while many people want them, tod want them very much. 

This ,is an instance of what may be called “ monoiVt)ly- 
value,” or as some prefer to call it, scarcity-value. value 

here is altogc* her irrespective of the amount of labor expended 
upon the production of tho'artiele, simply because the article 
can not be reprodiycd, oivlhe stock of it replaced by labof. 

122. Cost of Production, or of Reproduction!—Again, 

take till' c.Tse of an article whicJi, by reason of the discovery 
of new fields of the raw material, or of some mechanical inven¬ 
tion, can now be produced with the expenditure of half as 
much labor as formerly. Will the value of the stock of such 
goods on hand bt! influenced by the original cost of ])roducing 
them? Not at all. They will exchange for other jiroduets 
on the same terms as the goods brought into the market under 
the new conditions, * ’ 

In the same w.ay, if the avionut of labor required for the 
production of this kind of goods should suddenly increase, 
from the diminution of the sui>plyof mAerials, or other cause, 
the stock on hand would acquii e a higher value, corresjNonding 
to the cost of bringing in new goods of t}\e same quality. 

dbmee, in res])ect torall goods which can be produced, or 
the supply of whicji can b(' replaced, within the time during 
which those who want them are willing to wait for them, we< 
say that value is determined not so much hi/ thi cost of pro¬ 
duction as by the cost of reproduction. They are ex(;hanged 
ft)r the products of others, not necessarily in proportion to the 
amount of Labor they actually required, but, rather, accordiflg 
to the amount of labor which would now replae<' the stock. 

123. Time an Element.—I said, “ within the time during 
which those who want them are willing to wait for them.” 
The fact that gbods can not ie reproduced, or the^ stock of 
them renewed, without a certain del.ay, may, for a* time, con¬ 
fer a monopoly-talue on the existing stock. Thus, if the sup¬ 
ply of food in a city had nearly failed, the fact that an 
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abundance were Certain to arrive in two weeks would have 
littlp or no effect 911 the value of the 8 ca#ity store remaining. 
Men can no^ wait two weeks for food. Tliey must have it at 
once. In their urgent necessity, they will exchange their labor, 
or the products, of ttteir labor, for continually sunaller 
(juafttities of meat and bread, up to the very nioment^that the 
ships whicli bear the now supplies (V'op anchor iti the harbor. 

124. It IS not Always the Cost of Boprod*ction.—But 
while, as between tlie cost of jsroduction and the cost of 
rei)A)duction, it is the latter, and the fanner, which deter¬ 
mines tilt power an article' shall Injve in exchange ; it is not 
true that value is always determined by cost of reproduction. 
It may be, in regard to any given commodity, at any given 
time, that the cost of reproducing it would be gjeater, even 
far greater, than the price at which it sells. How can thisbe ? 
I answer that <his might occur through a diminution in the 
occasions for the use of that article. 

Two generations ago, every decent family possessed a 
spinning-wheel, and spiiTning-wheels Ihen bore a price fairly 
proportioned, we may suppose, to^the cost of their production 
with the tools and materials,theif available. A little later, 
when it ceased to be (ftistomary to wear homespun, spinning- 
w'heels Itaay be said to have had no value at all. They were 
banished to attics, o{ turned into jilaythings for dnildren, and 
quickly smashed to pieces. To-day, a fashion has come in, by 
%vhich the spinning-whc'cl becomes the companion of the dado, 
«;esthetic furniture, and Queen Anne window's; and a well- 
preserved anti authentic specimen is worth more than the sum 
at w'hich a ;food reproduction could be made and sold. 

126. Demand and Supply.—If neither cost of production 
ndr cost of rejiroduction determines the power which an arti¬ 
cle shall have in exchange, is there any , rinciplc of universal 
application on which value rests ? I reply, yes: Value 
depends always and wholly on the relation between demand 
and suppfy. e • 

_ These tel-ms require to be defined. It will not answer to 
trust to the ideas w'hich the words of themsel'f es call up in the 
mind of the reader. Demand and supply alike have refer 
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enoe (1) to a certain article, and (2) to a tjertain price. In 
the economic sense,' Remand means the quantity of a gjven 
article which would be taken at a given price. Sppply means 
the quantity of that article which could be had at that price. 

Neither of these two elements of'demand and supply must 
be omitted. From the neglect of one of them by many Econ¬ 
omists great'Confusion arisen. Nearly all writers have 
seen that demand must have reference to a certain article, be 
it wheat, or potatoes, or inm, or wool,,, or something else in 
particular ; that tjiere ispo such a thing as a demand ihdis- 
criminately for meat, potatoes, iron, w'ool, and all othtr articles 
in the maiiket. In the same way it is seen that the word supply 
has no significance unless some one article is in view. It has 
not, howev/,!r, been so clearly ai'prehended ^nd strongly held 
in mind, that ^demand and supjily both have reference to a 
certain price. ■ 

126. Desire is not Demand.—It has been said that demand 
means the quantity of any seated article which would be taken 
at a stated price. Demand can possibly come only from 
those who could give the ppice. So we see that desire is not 
■Jeraand. As Mr. Thorntoii says, there is no demand, econom¬ 
ically speaking, in the hungry eyes of sf penniless boy, looking 
at tarts through a pastry-cook’s window. Without ‘pennies, 
an unlimitetl longing and capacity for^, their consumption 
wipuld not enable that hoy to contribute aught to the demand 
for tarts. 

127. Beduction of Supply.—Let us illustrate the applica-t 
tion of the terms demand and supply in economics. 

We will take the case of an island far out at sea, inhabited 
by a population mainly engaged in fi.shing and agriculture, 
having, on one side, a beach which is strewn with vast dejEis- 
its of seaweed, which has been found to be a very good dress¬ 
ing, or manure, for the cultivated fields of the island. A 
hundred of the islanders are accustomed to get out the 
seaweed, in intervals of fishing or of cultivating‘their own 
little properties, selling it to the farmers inland. * 

We may suppose that this manure is found to increase the 
yield of the lands to which it is applied to such an extent that 
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there are a thousRnd farmers who will each give ten busfiels 
of wheat, thi^year, for five loads of seaweed. There is, then, 
a demand f^r five thousand loads at the price of two bushels 
of wheat per load. Now the supply—that is, the amount 
offered,*or ready to be offered, at this price—may be greater 
or hss than five thousand loads. It may be that the^atch of 
fish alon" the shore is’so abundant,this season that all those 
who a/e acdustomed to get out the seaweed find tUey can obtain 
more by fishing. Thpre may, then, be no supply whatever, at 
thisiprice. And it may happen tha^ there, will be no demand 
for seaweed at any higfier priee. The farmers may be agreed 
in believing that, what witli the labor of applying tiie manure, 
and what with the necessity for paying for it months before 
the harvest, seaweed is not worth to any man moi>! than two 
bushels of wheat. In this case, none of this article will be 
g.athered, and»the supply will be nil. 

:ld. It may happen that, in spite of the superior attractions 
of fishing, this season, a certain number of those who habitu- 
ariy gather the seaweed'may contimit! to do so, some because 
of the force of habit; some because they know that the per¬ 
sons whom they have been aepustotned to supply will look to 
them for it; some because their boats and nets are out of 
repair ;*somc because of sickness in their families, indisposing 
them to go far freju home. So that it may insult that a 
thousand loads will be gathered. This, may all be sold a* two 
bushels of wheat per load. 

Those who buy may be those who have usually bought of 
the persons Who now have to sell, and this may bo the sole or 
the determining reason why the seaweed is sold to them, and 
not to others; or they m.ay%e those whose farms lie nearest to 
thi shore, and hence are first reached by the carts laden with 
the manure ; or they may be those who " spoke first ” for sea¬ 
weed, early in the season. Any one of a number of reasons 
may control the selection of the persons who shall receive the 
thousand loads, out of the large* number wh(f formerly pur¬ 
chased five* thousand loads. And this, it will be observed, 
occurs without raising the price of seaweed, although the 
amount gathered has been greatly reduced. 
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3d. Again, it may happen that among the former purchasers 
of the seaweed will be found a considerable number of 
farmers, wanting in the aggregate 2500 loads, vho esteem 
that article as worth more to them, per load, than two bushels 
of wheat; and, finding that it can riot be ^lad for the usual 
price, these may begin to offer, firet, a quarter and, then, a'lialf 
bushel more,'in order to secure each the airount required by 
his own land.o 

Who, out of the former class of purchasers, shall be so dis¬ 
posed, m.ay be det“rniine<3 by any one, or more, of sevt'ral 
causes. It may be wont, it may be fancy, it m.ay De obsti¬ 
nacy, or, it'm.ay be that their hin ls are <rf a nature peculiarly 
to need such dressing, and to respond with more than ordinary 
liberality t«* this expenditure in their behajf. Tliis demand 
for se.aweed may be found strong and persistent enough to fix 
th(‘ price at two and a half bushels of wdieat, })e:' load ; and at 
this price enough of the fishermen may be induced to give nj) 
their fishing ventures to procure the required amount of 2500 
loads. 

128. Increased Supply.•^-We Inave giv'en three cases where 
a reduction in the snpjdy of seaweed brings up the question 
whether the demand shall prove sufficient to raise the jn’ice. 
Let us take suca-essively a few cases of an incnaise of the 
supjffy at the jircvionslj' ])revailing pidc.e., An unusually heavy 
stbrni bringing the sfaweed in large masses far up on the 
shore, or the invention of some new tool for getting it out, 
m.ay enable e<ach man engagc'd iii this business to bring to. 
market, with the same labor, a much greater amount; or a bad 
se.ason for fishing m.ay cause a larger number of persons to 
seek to get a livelihood in this way. Ten thousand loads are 
now produced, or are ready to be produced, at two bushels“of 
wheat j)er load. This, then, is the supply ; and it is to be ob¬ 
served that this is the supply equally whether the ten thou¬ 
sand loads are actually dug or not, if only those who are 
engaged in this business art*'ready to bring to nrarket that 
amount at that price. In this situation one of several things 
may happen. 

1st. The increase of BU))ply may coincide with an increase 
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of demand, due to the breaking up of new lands for tillage, 
or to the failifte of some other species of ‘soil-dressing previ¬ 
ously used 1:^ many farmers, or to a wider popular knowledge 
of the advantage of using the seaweed. This increa.se Sf de¬ 
mand may be just such asHo take ofi the entire ten thousand 
loadsi at the customary price. ^ 

ad. That result is, however, unlikgly. Even iJ an increase 
of demdinf should coincide with such a large ani sudden in¬ 
crease of supply, it wquld be strange if the coincidence were 
so cornplcte as to leave the price just^liere jt was. If we lake 
the more Veasonable supposition that there is either no iucre.ase 
of demand, or an increase less thaii the increase ef sujiply, 
shall we have, under the conditions existing, a new price 
resulting? In strict theory this is not necessary. ,It is con¬ 
ceivable that, while the jiroducers of this article stood ix ady 
to deliver ten iliousand loads .at two bushels of wheat a lo.ad, 
their interests, feelings, and habits, with res])ect to labor and 
subsistence, might be so balanced, that, ratluT than tahv less 
than the customary price; they would %llow the production to 
fall to five thousand loads. ^ * 

3d. But this, .again, is not ptohaMe. Although, as we shall 
see later (par. 145), there is grc.at power in custom to fix' 
priet'S, s« much so that articles often keep the same pi'iee for 
years, in sjjite of {a)n|iiderable alterations in the eruditions of 
production, it is not to be expected thaWso gr(‘at a change an 
we have sujii)osed to occur, would fail to establish a new 
pr:ce. The ])roducer8 of seaweed being prepared to furnish 
ten thousand Ibads, and the purchasers being aeeiistomed to 
take only five thousand, it is probable that the desire of indi¬ 
vidual producers to keep themselves fully employed at the 
bu^ness would induce Competition among the sellers of this 
article. 

•120. What is Competition?—Tills is the most important 
word in the theory of value. I have now used it for the first 
time, though it might have been introduced wilSi equal appro- 
^priateness, a’moment ago, in describing the change of price 
from two to two and a half bushels per load. * 

Competition signifies the operation of individual self- 
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interest, among the buyers and the seller# of any article in 
any market. It imjijies that each man is actihg for himself 
solely, hy himself solely, in exchange, to get the most he can 
from others, and to give the least he must himself. 

1. The idea of competition is 'opposed to combination. 
Wherever, and in whatever degree, buyers or sellers aat in 
concert, whether by insisting upon a certain price, or by regu¬ 
lating the ar lount to be bought or sold, there coni{)etition is, 
in so far, defeated. In competition every man is supposed to 
be active and alert to slip in ahead of every other mam and 
sell his own product first, and sell it at a higher price if pos¬ 
sible. Men in this state act as freely .and as indejiendeutly as 
the minute particles of some fine dry powder absolutely desti¬ 
tute of cohesion. If any two j)arti(des in the economic mass 
stick together, so that one must move when, and as, and be- 
c.ause, the other does, eomj)etition is in so far defeated. 

(2) Competition is also opposed to custom. If in any degree 
one buys or sells at a cert;uu j)rice, if he buys or sells in a cer¬ 
tain j)lacc, if he buys oi s(;lls of or t(, a certain j)erson, because 
he has (tone so in tin* jiast, he obeys the rule of custom. In 
competition men are assumed ip every transaction to seek .and 
find their best market, that is, the place to buy or to sell, in 
which, at the time, and under the circumstances existing, they 
can get mo'st for what they have to sell jind will give lea.st for 
v.'hat th('y wish to buy. 

(.S) Competition is (jpjniscal to sentiment. Whenever any 
economic agent does or forbears any thing under the influence 
of .any sentiment other than the desire of giving the least and 
gaining the most ho can in exchange, be that sentiment pat¬ 
riotism, or gratitude, or charity, or vanity, leadfiig him to do 
any otherwise than as self interest would j)rompt, in that case, 
also, the rule of comjjetition is departed from. Another rule 
is for the time substituted. 

130. The Action of Competition.—Such is competition in 
the economic iSense. Now let us return to our island. We 
have said that, with the producers of seaweed ready to get 
out and deliver ten thousand loads, while formerly but five 
thousand were used, it was not likely that a demand for the 
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additional amount would .arise to carry off the entire amount, 
at the custoraJry j>rice of two bushels ^ wheat a load ; and 
that, consecjuently, competition would probably set in among 
the sellers of this article. Since there are not buyers dliough 
to take off the whole supply, each jiroducer will try to sell aU 
his <»wn stock, no matter who else does not; and since there 
is reason to apjirehentl that the jjrice will sink below two 
bushel/, he Vill try to sc'll as near that figure as possible, and, 
hence, he will sell as ^oon as he c.ki fiud^a purchaser. 

Through this for ce t.h.C..Jiric.CJft'lIl,Vcjj:in tj) dcidiui'. It may 
be by slow degrees ; it fnay fall tumultuously. At two bush¬ 
els of wheat, a load, demand and supply are umajual—ten 
thousand loads are offered * : only five ihous.and are ready 
to be taken. At one bushel .and three peeks, the supply will 
]terha}is sink to nine thousand loads, since some of the more 
adventurous innong the producers, the more daring .and skill¬ 
ful fishermen among them, or those having the best gardens 
and fields around their cottages, may decide that they can do 
better for themselves. Meanwhile,* we may su})]»ose the 
demand to rise! tii si.x; thousand Joads, so numerous* are the 
f.armers who think that, at tha| prirtc, it will jiay them to use 
the dressing freely on •their lands. At a bushel .and a half, 
dtnminfband snpjdy still more nearly approach each other. At 
the new jirice, tlu! qn^intity offered—the snp|)ly—f.apidly falls 
off. Me.anwhile the demand has incre.osed, since, .at a huslud 
and a half for a load of manure, the net i>roduce of the fields, 

.It is, the amount of wheat remaining in the hati'ls of the 
farmer .after'paying for the manure, may be appreciably 
enhanced. Supply and demand m.ay now stand, respective!}', 
at eight and!at seven thousand loads. 

Supply and demand remaining still sundered, it is neces¬ 
sary that there should be a' further movement of price to 

• * We have liefore stateiltlAt the supply of any article is not necessa¬ 
rily i»nfined to the stix'k in markets or warehouses, ])ut embraces all 
that producers stand ready to bring ftrward at the price named, within 
, the period over which the demand extends. In the present illustration, 
we are, assuming the producers to he getting out the fcaweed from day 
Co day. 
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bring them together. Whether that step shhll be a short one, 
or a long one; whether supply and demand shall be equal¬ 
ized at a price much, or but little, below a busheli-and a half, 
depends on two things, first, the utility to the farmers of the 
soil-dressing, when in excess of scvemthousand loads, which we 
may caU its Final Utility ; and, secondly, the ability oP the 
producers to- do sometlijjig profitable besides digging and 
hauling seaweed. '■ 

131. Final Utility;.—This term has been used, in the fore¬ 
going illustration, ^with reference to the entire supply of »sea- 
weed in excess of s(‘ven thousand loads, be that el'cess one 
hundred, off nine hundred loads. IStrictl}' sj)eaking, however, 
the term should have reference' only to the last appreciable 
quantity wjiich the purchaser is ready to take and which a 
producer is re.ady to sujjply. 

The following is Prof. .Jevon.s’ illustration of ,.the difference 
between the total utility of any coimnodity, and the utility 
belonging to a particular portion of it. 

“ A pound of bread, pe'r d.ay, sup))lied to a person, saves 
him froni starvation, and has the highest con(!eiv.able utilit}'. 
A second pound, per d.ay, has, also, no slight utility ; it keeps 
him in a 'state of comparative plenty, tinough it be not alto¬ 
gether indispensable. A third pound u’ould begin to be 
superfluous.» It is clear, then, that utility is not proportional 
tofcoramodity. The ver,y same articles vary in utility, according 
as we already possess more or less of them.” 

This descending scale of utility may be .applied to sue-- 
oessive quantities of seaweed, for the dressing of'wheat lands. 
A farmer having a certain breadth of anible lands might 
profitably give two and a half bushels per load'for the first 
ten loads. Math w'hieh to dress certain of his fields. If no (tlie 
stood ready to supply more of the seau’ced, at a low'er price, 
two and a half hushels would be detennined as the price of 
the article. Were he to buy five otlier loads, he might have 
to apply them ‘to other field% the return from whfch would 
not justify the payment of more than two and" a quarter 
bushels, a load. ‘Now, it might be that a producer stood ready 
to deliver the additional quantity at that, but at no lower. 
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price : if so, tyo and a quarter bushels would measure the final 
utility of the manure, and this will be itS j>rice. 

Were th^farmer to buy three more loads, he migh|^ have 
to appl 3 fcthcm to still other fields, from which the enhanced 
return would justify the payment of two bushels a. load, but 
no more. As, however, it takes two to make a bargain, his 
readiness 4^ buy at this price wonlA not make fliis the price 
of seaweed. It is only when a producer is folnd ready to 
deliver the commodity at the price* that * new price is determ- 
ine(f It might even happen that (he farftier w{)nld be will¬ 
ing to taCe two more loads, if he could got them for a bushel 
and a half, a lo.ad, and that a producer would appear, willing 
to deliver the article at that price. 

Now, according to the course of our illustration,*the farmer 
has bought twenty lo.ads ; but the utility of the several parts 
of that .aggri^'gato amount has varied widely ; the utility of 
the first part was very great; the utility of the last part com¬ 
paratively small. 

132. But One Price for a Commodity.—We have, thus far 
assumed, for the purpose of illustrating the declining utility of 
successive portions of a commodity, that the farpior pur- 
<-hased the ten, the five, the three, and the two lojids of sea- 
ueedat different times, and at prices corresj)onding to the 
gain in the wheat er»)p resulting to him from the application 
of the manure. • * 

•lut suppose that the farmer had purchased the twenty 
'.oads at the same time, it is evident he would have paid one 
price for the whole. What would have been that price? 
Would it haye been the highest price paid for any portion ? 
Clearly not, since we have seen he could only afford to put 
the dressing upon certain of his fields, oti condition of getting 
it at a much lower price. Would it have been at a jirice, the 
.mean between the highest and the lowest? Just as little ; 
for we have seen that producers stood ready to sell at .one and 
a half bushels per load, which ^fould not have been the case 
had the demand been sufficient to take off the supply at a 
higher rate. * 

If, in an open market, under full comnetition. anv nortioni' 
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of a given commodity is to be sold at a certain price, then 
will all the portions o't that commodity, sold at the same time, 
be sold at that price, whatever the degree of utility which may 
accompany each such ])ortion. If I buy a quantity! of food 
for my own consumption, I do not pay fov that part which 
would Suffice to keep me alive, a price, such as I would pay, 
* were it necessary, to be srfeed from starving; for ijnothcr part 
of the food, a price corresponding to the discomfort and dis¬ 
satisfaction I should'feel in being insufficiently nourished; 
and, for a third jia'it a jirice corresponding to the pleasure of 
ample and generous snsteuauce. I pay one price for the whole, 
the same for everi" e(pial part. That price measures the final 
utility of the food to me : that is, the utility of the jiortion at 
which I cease to buy, the portion beyond which I would as 
soon keep the price in my jiocket as have more of the food. 

Prof. Jevoiis states the c.ase thus: “When a"commodity is 
perfectly uniform or homogeneous in quality, all jxirtions may 
be indifferently used in,;dacc of equal jiortions ; hence, in the 
same market, and at the s.amc moment, all portions must be 
exchanged .at the same ratio. I’lierc can be no reason why a 
person should treat exactly similar things differently, and the 
slightest excess in what is demanded for one over the other, 
will cause Ipm to take the hatter instead of the former. In 
nicely b.alanced exclnanges it is a very fainutc scruple which 
will turn th.c scale and govern the choice. A minute 
difference of quality in a commodity may thus give rise to 
preference, and cause the ratio of exchange to differ. But' 
when no difference exists at all, or when no difference is 
shown to exist, there can be no ground for preference, what¬ 
ever.” 

133. What Constitutes an Economic BifferenceP—In the 
foregoing paragraph. Prof. Jevons speaks of commodities 
between which no difference exists., Of course there are no 
two articles in the universe precisely identical. What Prof. 
Jevons means is that there m*ay exist no difference,‘'as viewed 
by the would-be purchaser, with reference to some use to which 
the two commodities may be put, which use two commodities, 
apparently varying in many respects, may indifferently serve, 
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And it is to be*noted that the existence or non-existence of 

• # 

an ^economic difference, will depend on the quality of the 
individual techanger, on the pui-posc he has in view, on the 
. scale of, his transactions, and on other causes. Thus, a large 
dealer in poultry,in.ay bi!y five hundred j)airs of chickens, in 
gro.?s, only satisfying^ himself by a ra]>id examination that 
none fall.below a certain standard* as to size itnd condition... 
His customers, howev('r, will inspect the individual fowls, 
with the greatest carofulncss, aT)d*will perhaps be determined 
in tfieir choice by considerations the most #ninufe, and, possi¬ 
bly, whiinsical. In’the same way a wholesale lumber merchant 
may buy, in gross, a large .amount of stock at*a uniform 
price, and a half dozen of his customers may the next day go 
through his yards, each taking out, by preferenw, a certain 
])ortion as jieeuliarly adapted to some job of work he has on 
hand. • 

The fact that several commodities have a generic name in 
common does not constitute them the same articles for the 
piirj)oses of exchange. Thus, corn is not sold in the^ (’hi(\ago 
market as (aim, but as corn No. 1* or corn No. 2. Sjiring and 
Winter xvheat never bring the saine jiriee ; they are not one 
kind of commodity, Rut ttvo, and a reason for a, preference 
between them alw.ays exists. 

The proposition vje .ary (ionsidering further requires to bo 
modified with regard to the obstacles to exchange, the igfto- 
t .ucc or indifference of exchangers, etc. The consideration 
. f these causes, as qualifying the ))rincipl(! that there can be 
but one ])ric(* for any commodity, in the same market, at the 
same time, will be more c(m>.’eniently postponed to the title 
{par. 149) The Friction of Ret;iil Trade. 

^34. What is a Market?—Many definitions have been 
given to the word, market. As I apjirehend it, the term, in 
, political economy, shoi^ld have reference, first, to a sn ecies of 
commodity ; secondly^ , to a g r oup of excha nger s. 

In this*view, there is no market which is a market indistin- 
guishably tor all or for several commodities, as for tea, iron, 
cotton and wheat; but tlu’re is a market for each commodity, 
by turns, as a market for tea, in which tea is bought and sold ; 
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a market for iron, ^ which iron is bought *and sold. Thus, 
there are as many mark ets as thgre .are separate commoditie s. 

Secondly, a market embraces all those who d)ntribute to 
the supply of or the demand for a given commodity in any 
place. Hence, all those who arc ready to. buy of or sell to 
each other belong to the same market, ,no matter where *they 
Hive. „ 

I say, wh6 are ready to buy of or sell to each other. It 
does not follow from .this that .all who in the same place are 
buying and selling, the sa\ne article bcjlong to the 8.ame malket. 
Thus, suppose there are in New York five importers of tea, 
fifteen whblesale dealers in that article, a hundred retailers, 
and a half million consumers. All these do not belong to the 
same marktt. Tlie importers of tea and the wholesale dealers 
constitute one tea market, the wholesale dealers and the 
retailers constitute another tea market; the re'i.ail(>rs and the 
domestic purchasers constitute still another tea market. 
There are as many m arkets as there are groups of e xc hange r^. 
In the (jase snj)posed, there are three tea markets; each Has 
its own group of buyers and sellers ; .and in each of the three, 
at any ti.tne, tea is sold at a prieo different from that at which 
it is sold iij any of the others. Thus, ^Ue price for precisely 
the same sort of tea, in the market made up of impoAers and 
wholesale dealers, may be $1.00 ; in. the<.market made up of 
wholesale dealers .and ‘retailers, $1.10, and in the market made 
up of retailers and domestic purchasers, $1.25. 

Hence we see that, without such a definition of the word* 
market, it would not do to say that there can at any time in 
any market be but one ])rice for ,a given commodity. There 
is never a day, in any great mart, when tea, iron, wool, wheat, 
or what not, is not selling at several different prices^ it 
miiy bo in the same street. 

136. But while within a great mart there m.ay, thus, be, 
many roarketSj any one of these markets may extend far 
beyond the limits of that nlart. To pursue the^, illustration 
already offered, the five New York importers of tea may sell. 
not to the fifteen wholesale dealers of that city only, but to 
twenty other wholesale dealers in Brooklyn, Jersey City, New 
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ark and other pfaces within a radius of^ twenty or of fifty 
mil§ 8 . A market,i 8 thus congtituted of Mie five importers and 
these tliirtj^five wholesale dealers. Every one of the^ latter 
belongs^ as distinctly to that market as that one who lives 
nearest the City .Hall, fbr he contributes as trulj to the 
denfhnd for tea in that market. Again, this body of. whole¬ 
sale de.alers, thus re-enforced, may sell not to a hhndred but to* 
a thousand* retailers scattered throughout all •that region. 
This group of exchangers makes ftp tliQ market, and not the 
fifWen wholesale dealers and the one hundred retailers of the 
city of New York only. These one thousand retaihirs, again, 
sell, not to half a million, but to a million and a h&lf of con¬ 
sumers of tea. 

All persons whose demand for, or whose su])ply*of, a com¬ 
modity goes to make up the aggreg.ate demand for or supply 
of that commsdity, in any given place, and hence to .affect the 
prie,e of that commodity in that place, belong to the same 
market. 

■136> r»ut it may be said: this would m.ake tlje whole 
world belong to the s.ame market,»and would, hence, take all 
Bignific.ance out of the word. • lly *no means. In the market 
which is made up of the five importers of tea,^ll perhaps 
having Varehouses on one wharf in New York, and the thirty- 
five wholes.ale dealers of the surrounding rcgion’whoin they 
suj)ply, the ])rice of tea will not, prftb.ably, be appreciably 
d’flferent from that which is paid in the market m 3 .de up of 
, le four Boston importers of tea and the twenty-five whole¬ 
sale dealers t^io buy of them. If, for instance, the New York 
price were to be lower |han the Boston price, the New 
York importers would begin to offer their stock in Boston, to 
get the advantage of the higher price there prevailing, and 
would hence contribute to the sn])ply of tea there, and hence 
^would come, so far fo^tl^, and for the time, to belong to that 
market. 

But, in the market constituted of the wholesale dealers and 
the retailers of tea in and around New York, the price of tea 
(nay be one or two cents lower than in the corresponding 
market around Boston, without any of the New York whole- 
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sale dealers sendingtheir stocks to New England, or any of 
the New England rfitailcrs conjing to New York to take 
advantage of the lower price. 

In tile market constituted of the retailers and the domestic 
purchasers of tea, far wider differences may* exist. The price 
of the same quality of tea might be, aivJ might long remain, 
live or ten cents higher inHlie grocery stores of Newai;k than 
in those of VVorcester or Nashua, without a single New 
England grocer going* to Newark to ret.ail his tea, or a single 
Newark householdtr going to Worcester or Nashua to la^ in 
his year’s sup]ily. 

I re]ieat'my proposition : all those jiersons who contribute 
to the general demand for any (commodity, as felt in any 
plae<‘, or tdthe snjiply of that commodity there available for 
jmrehase, and who, hence, serve, as buyers or as sellers, to affect 
the price of that commodity in that jilace belong to the same 
market. 

137. Normal Price.-^If llu're were a good market for any 
given copimoditj’, i. e., if competition were perfect; (l)if there 
were no large stock of thatt commodity, but it could be pro¬ 
duced fr(*ely and equably throughout the year, asrvanted ; (2) 
if the denqind for it were uniform and strong, about the same 
quantity being required for use in every equal period of time ; 
(.S) if no large “plant,” or machinery,•or great amount of 
capital in other forms,‘were required for its jiroduction ; (4) 
if the producers of that commodity had an easy resort, or 
economic escape, to occupations in whi<-h other commodities* 
were produced, and if, in turn, jiroduccrs in other occupations 
could readily and successfully tal^ uj) the production of the 
commodity in question, then the price of that commodity 
would, at any time, be close to the cost of ])roduction. iSy 
cost of production we are to understand, not the average cost of 
the whole supply, but the cost of that,.part which is produced^ 
at the greatest disadvantage. 

That price would express tHe Final Utility of the Commodity 
in question, that is, the utility of the portion which, at the 
price, it was just worth the consumer’s while to purchase. 
That price would also express the sum of the efforts and 
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abstinences of.tnose producers who brought forth this com¬ 
modity under the least favorable coiTditions, of all who 
contributed*to the supply. Inasmuch as this price is to be paid 
alike by all purchasers of this commodity, it follows that 
those who have pnoduced it under more favorable conditions* 
, will obtain a remunera4,ion which will represent more than the 
sum of,th«i|; individual efforts and #)stinences. 

A price which corresp o nds closely to the cost Of product ion 
may be ca lled Jlpr;.naH^rice.; 

iSs. IJarket Price.-r-Inasmuch as the. effnditions recited in 
the foregoing paragraph are never fully r>-alized, there is for 
every commodity, in evyry market, a ]\Iarki.-t Price wTiich differs 
more or less widely from the normal price. 

This market price always measures the Final UfUity of the 
commodity, that is, the utility of it to the last purchaserto whom 
it is just worth'while to buy of it, .at that ju'ice. Otherwise, that 
person would either not buy, which, by le.aving a jxrtion of 
'he supply untaken, would detennine^a new and lower jwice, 
at which he or some ou(‘ else would buy ; or, he or Sfune one 
else would buy more of it, which,*by adding to the demand, 
would det<‘rmine a new and higher j)rice. , 

But while market price must always measure thp utility of 
the commodity to the last purchaser, that is, the person to 
whom it is just worth whUe to buy at that price, market price 
does not always measure the efforts arnfabstinences of the last 
1 .ducer, that is, the person producing under the greatest dis- 
* advantage : to ■whom, therefore, it is only just worth while to 
produce at that price. It is in this latter respect that market 
price differs .from normal prjet. 

139. Belation of Market Price to Normal Price.— 

^'he causes which make market price differ from normal 
price are various. The illustration of them might bo extended 
.indefinitely. They may Jie grouped as follows : 

I. The existence of a stock. For the purpose of ex.hibiting 
in its simplest form the operafion of supply and demand, 

* When wc roach the department of Distribution, Part IV, wc shall 
give the generic name of Item to this excess of price over cost of pro 
duction. 
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I took an article of ■which, it was assumed, jvo considerable 
stock existed at anytime. The, seaweed '"ias supposed to lie 
in vast deposits on the shore, and to be got out (produced) as 
required. This is a condition which tends to keep masket price 
close to normal price. In the case of most.comniodities, how¬ 
ever, a.,considcrable stock always exists: a fact which pro¬ 
foundly influences marked ])rice. ^ , 

The existtrice of a slock is determined by various causes. 
In order that there may be‘gr.ain to form the food of the long 
winter and early spring, seed must l^ave been sown and the 
growing crop cultivated months previous. In order lhat there 
shall be a'supjd}’’ of wool in the market, sheep must have been 
bred years before. Many commodities make no such require¬ 
ment. In< order that there may be grain, the processes’ of 
production must h.ave been begun months back; but, givem 
grain, it is only necessary, in order to have bread, that the 
miller should have a day’s notice, .and the baker time to heat 
his oven. Hence, with an immense stock of grain, .amounting 
to thousands of millions of bushels, there may be but a small 
stock of flour, of which only a mimite fraction will, at any 
time, be in the form of bread. ^ 

140. Distinction between Stock' and the Supply.— 
The stock of any article in existence, at any time, mu^t not be 
confounded with the supply of that article, considered as a 
commodity in the masket. ’ 

By the word supply, we express the qu.antity of a commodity 
offered at any given price. At one price the supply may be? 
but a small fraction of the stock. At succe'ssively higher 
prices, larger and larger portions of the stock wotdd be offered, 
that is, would come to constitute the supply — until a certain 
price would take off the entire stock. 

Indeed, the supply may even become greater than the 
stock, under a highly speculative organization of trade. Thus,, 
in the grain or cotton market, or in the market for railway 
shares or government bonds^ brokers daily offer to sell and 
contract to deliver vast amounts of the several commodities 
in which they 'deal, of which, perhaps, they possess little or 
none at all. 
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Sometimes it L^pens that those who are offering such com¬ 
modities are eiftrapped* by a combinatiog of purchasers into 
contracts tot deliver, on a certain day, more than the entire 
quantity within reach, or even in existence. In such a* case, 
the suppfy is still the amoant offered at the price. This it is, 
and mot the stock, which, taken in connection with the demand 
• for the conunodity, detfermines the price. • 

141. * necessity in some cases, the usage h\ others, of 
meeting the demand fyom a stock,.)and not out of daily pro- 
, duction, causes market price to diverge fj-om normal price, 
through eKcess or deficiency of production. 

In order that there maybe wheat, three millions of persons, 
more or fewer, in the United States, plant the grain many 
months j)reviou8 to the anticij)ated consuinj)tion of Ahe wJieat 
by the miller and the baker. These j)crsons break up the land 
and sow the (ji'cd without inntiial understanding as to the 
extent of their operations. Each is governed by a notion, 
more or less vague*, as to the })robable demand for wheat. It 
js not at all a matter of certainty that*che mistakes in calcula¬ 
tion of one fanner will offset those 0 / another. ()n the contrary, 
there is a strong tendency in the errors of jiroducers to 
accumulate all on one or on the other side of the line of equable 
production. 

If the price of wheat, owing to a deficient siipjily, has b ’cn 
high, almost all producers will be found,, the next year, largely 
phinting wheat. This is likely to produce a sui'jdus Avhieh 
il perhaps bring down the price below the average, where¬ 
upon fanners,"with almost as much unanimity as in the former 
case, will, the next year, diminish their oj)erations in this 
direction. 1 hose who are 'sagacious enough to look about 
theen and say: Others arc planting wheat freely, therefore, I 
will plant something besides wheat, are exceptional. In pro¬ 
ductive industry it is the rule that men go in droves ; act 
under common impulses, with the result of causing excess and 
deficieney to alternate with gf#at rapidity an'd often great 
violence, iind this holds good, not alone of persons in the 


* This is called a “ comer.’' 
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lower departments of production. It is almost equally true 
of merchants and manufacturers and bankers. * The select few 
who have the coolness and the sense to buy when others are 
most‘eager to sell, and to sell when others are most eager to 
buy, reap rich harvests of gain. ' 

142. Substitution of one Commodity for Another in'Uso. 
—The iniltiecice upon pri^-e of an c.veess or deiiciency in the 
stock of a ownmodity may be greatly diminished'tlirdugh the 

I tendeiuy to substitute one article for another in use. Thus, 
the cereals are, to„a great extent, substituted for each other 
in use ; one kind of meat for anotlMU-,* and even •oniad for 
meat, or nteat for bread, in the case of a marked deliiuency t)f 
one or the other. If the croj) of wlieat be short, maize, bar. 
ley, rye, Ixickwheat and oats are increasingly made use of as 
food ; with a short croj) of all the gr;iins, resort is had to the 
cheaper kinds of animal food. The result of, such substitu¬ 
tion is to raise, the price of the substituted article, and to pre¬ 
vent the price of the article for wbieb it is substituted from 
rising as high as it otherwise would. The two commodities 
are thus, for the tiim*, aiqf in a degree, joined together in 
price. A mutual dependency is I'stablished between them. 

143. Liability to Deterioration.-^-The itifluenct! uj)on 
market price of an excess in the stock of any commodity is 
greatly con'urolled by its liability, or non-liability, to deterior¬ 
ation. In the case of some commodities, the vari.ations in 
price due to this liability are such as to make it appear that 
jirice has cut itself wholly clear from cost of jiroduction, or, 
cost of reproduction. A commodity excejitioiiillly subject to 
this condition may lose ten, thirty, fifty, or seventy per cent, 
of its price in a few days, or even in a few hours. Thus, in 
fish markets, the price of a fish might have been a shilling 
when the market opened at 5 o’clock in the morning, eight- 
pence at 10 o’clock, sixpence b}"^ noon, while at three or four 

* “ We must, jji fact, treat lieef and mutton a.s one commodity of two 
different strengths, just as gold a! eighteen carats and twynty carats is 
hardly considered as two, but as one commodity, of which twenty parts 
of one are equivalSnt to eighteen of the other.”—Jevons—“ The Equivar 
lence of Commodities.” 
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o’clock ill the afternoon one could have it on his own terms. 
In the same <tay, strawberries are oft^n* sold on Saturday 
night at onathalf or one-third*the price of the morning. 

The necessity of storage, in the case of a postponed sale, 
has often the same iiillueifte on the price of a commodity as 
liability to deterioration. The dealer, not having facilities for 
’ storing his stock, may be disjiosed ty let it go aU a verj low 
price. * * 

144. II.—Organization ofIndustryand Existence ofPlant. 

—A*;econd cause which makes market jtriee jliffer fi’om normal 
jirice is fi»und in the organization of indiistiy and the exist¬ 
ence of machinery and “ plant.”* It ivas to get aid of this 
cause that, in our extended illustration of the influence of sup¬ 
ply and demand iijioii j)nce, we took a simjde “ifitractive” 
industry, the gathering of seaweed along the shore, which 
could not be supjtosed to involve the use of numerous or ex- 
])ensive instruments, or the e.vercise of much skill, and that 
w(‘ assumed the persons so engaged to be in a jiosition readily 
io<urn themselves to till.age or the lisfleries, in case of a fall¬ 
ing off in the demand for .seaweed.^ * 

145. m.— Customary PricQ.—Aliother caus(i which makes 
market differ from normal price, is the force of custom. We 
owe the<e.xisten(^e of a (sustomary price, in some things, to the 
power of jnililic opinion, which deteniiines that th?re shall be 
a .stated, well-known pi'iee for certain services and certain 
commodities ; and, in other things, to habit or the mental 

ji rtia of purchasers. Thus, in the former case, public opinion 
would not tok*r.ate varjdng and uncertain prices of .admission 
to places of public amusement, varying and uncertain tolls 
over bridges or fares on public conveyances, varying and un¬ 
certain fees for the performance of necessary services, such as 
those connected with physical comfort, the preservation of 
life, or the burial of the dead. It is seen and felt that to leave 
the buyer to haggle and tiaigain at the door of a theater over 
the price of admission ; on the Irink of a rivet* as to the sum 


* “ Prices are liable to great fluctuations in trades id which there is a 
great use of fixed capital.”—Marshall—“ Economics of Industrv.” 




POLITICAL ECONOMY. 


106 

to be paid for a cast across the stream; ki the sick room, 
about the fee for a pgjscription or the medicine*that is to save 
life or relieve jiaiii, would be iiulbcent, intoferablof 

Ileufse, ]iublic opinion prevails to establish a price on all 
such occasions, which is alike irrespoctive of the actual service 
rendered in the individual instance, and of tlie cost of render*- 
ing that servkic. The rule of final utfiity is here suspended 
or altogetheiiiabolished. The traveler might bc‘willing to 
give a larger sum, rather thaii pass the night in a storm, with¬ 
out shelter, oji the^bank of a river, but he gets a <*ast atjfoss 
for the custoniarv jirice. The father would give all his for¬ 
tune, werejt needed, for the prescription to save his child’s 
life, or tlu! medicine vvhieh the ])rescri]ition calls for ; but, in¬ 
stead, undej the rnh* of custoniarv jirice, he p.ays the jihysieian 
two dollars, or a guinea, as the ease m.ay be, and, at the 
apothecary’s, pays for the medicine by the oujice, in silver, 
though he would jiay for it, drop for drop, in his own blood, 
could it not be had otlierwise. 

Where public ojiinioi^i-an not be trusted to establish a ciis- 
toniary juice, in cases like the above, the law generally enters 
and fixes the rates at which commodities and services shall be 
sold. Of course, the jiriees jiaid must he .suttici(*nt to make it 
worth whilf* to keep iiji the service, whether of the -ajiotJiecary, 
the jihysiciifti, the fi-rryman, or the actor or opera singer ; 
blit the price to be paiij, is made imlependent of the wealth or 
jioverty, the knowledge or ignorance, the little or the great 
need, of the individuals jmrehasing. 

140. Influence of Habit on Price.—Far beyond the range 
of customary j)rice, in the limited class of cases above refemd 
to, is the elfect of habit and mentiil inertia, in restraining, or 
wholly rc]>ressiiig, the movements of jirice. In the forn<er 
class of cases, the seller consciously submits to a restraint 
ujion his freedom of action imjiosed from without, viz., by 
jiublic opinion or law. I#jtho far wider field now in eontem-' 
jilation, “buyer., and sellers ^re left free, so far as outside 
infliienoe is eoneerned, but are constrained, in a higher or 
lower degree, by the laws of their mental constitution. No 
human being ever I'scajies from the force of habit. It is 
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always easier t(^do what we have done before than to do what 
M’e hiwe never dona; to do what M e ha\% done twice tlian 
wliat we hav? done but once ; to do M'liat we liave done ^fteii 
•than whal M'e liave done seldom. 

The degrees in whicli men are thus bound by liabit differ 
^idely. A capability o^taking the initiative in action, tflental 
courage ^ni activity, freedom from •fear and superstition, a 
readiness to meet new conditions and perhajis evei*a jile.asure 
in encountering risks anrl odds, are among tlie fruits of culture; 
they <?onstitute an inheritance in families ; tlJl'y even become 
a characteristic of nations and races. 

The effects of habit .u[)on prices are important. Habit 
always in some degree, often in a great degree, resists the 
economic tendency to a ncM' ju’ice. The effect is sca n at its 
maximum in wages, the price of labor. A day’s usages often 
remain the samc^through ye.ars. >So strong is this tendenev 
that wages sometimes remain unaffected by the presence of a 
number of unem})loyed laborers. Insteaijof M’ages falling until 
all tile laborers are brought into service .at the reduced rates, 
employers continue to pay the old r#Jes to a smaller number 
of workmen. * . 

Over the price of goods hiibit exerts an influence noUlessreal, 
though not equally jioM'erful. It often suffices to l^eeji price 
stable against an economic.re.ason for movement, and (‘ven^ 
when movement takes jilace, it begins later and ceases (aarlier, 
by re.! son of this constant resistance. • 

The M^ral and Intellectual Element.? of Demand 
and Supply.—(fur definitions of demand and sujijjly, as re- 
B[)ectively the quantity of any,given article whiidi jmrehasers 
stand ready to take at a certain price, and the quantity which 
producers or holders stand ready to deliver ar the same price, 
clearly recognize a moral and an intellectual element alike in 
dqmand and in supply. “ Stand readw” to take or to deliver. 
Any thing which affects that.readineH, is, then, a,]! element of ■ 
demand or of supply. Supply is*not a stock (Par. 140), a 
definite quantity, M'hich must be sold, whether or, no. It may 
be that out of a large stock, holders stand ready to deliver but 
•a small quantity at the price offered. 
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The reason for withholding the stock may be found in the 
jdiysical conditions attending the reproduction of the article, 
e, g.f a scarcity of tlie material out of which it is made, or the 
reason may be found in an intellc^ctual apprehensien, just or 
mistaken, of the state of the, market, or the j»robabilities of the 
immediate ^future ; or, waving this (;onsideration, the reason 
for a largeg or a smaller quantity being olfered.off tQiken at a 
certain price may be moral, that is, may be found in the 
jfreater or less ten'acily of ]mr]»ose,'or the greater or less 
courage to und<Tlake risks and sustain arduous an^d doubtful 
enterpri^jes. 

In all variations between normal and market price, moral 
and inteljectual elernenls are inijiortaut factors. It often hap- 
]»ens that the jmidiieers or holders of an article, anticipating 
a rise of jiriee, on some account which may jirove to be wholly 
fictitious, will kee|i back the entire stock, only to sell it, a little 
later, at a price far below that which they could have obtained 
for it while the false epj>rehe!ision lasted. 

•Moiv or less, false a|ipr<‘hensions imter to affect the demand 
for and the sujijily of <‘very article in every condition of the 
mark(‘i ; hut the influence of this cause may be in one period 
ten tiims or a hundred times as great as in other ])eriods. 
Tlie cont"ast between a placid noonday and a “ hurricane 
.eclip.se of the sun,” is hardly more marked than the contrast 
between a )>eaceful, sluggish market .and one excited by mys¬ 
terious'rumors, emanating no one knows where, or wrought to 
frenzy by false reports manufactured by the ^parties to sor..e 
great jobbing interest. 

148. Eetail Contrasted witk Wholesale Tr.ade.— The fore¬ 
going holds good even of the wholesale market.s, where the 
parties who buy and sell commodities are jiicked and si^illed 
men, long familiar with the conditions of the .articles in which 
they deal, with large opportunitie.s, whether by price-currents, 
newspaper, post or telegr.ajih, or by special .and secret inquiry, 
for .ascertaining all the facts bearing on the question, at what 
price they should Imy or sell. 

In JittaiLitadcj the moral and intellectual elements of de¬ 
mand and supply play a much more important p.art. On one 
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side is the merchant, who by frequent resort to the wholesale 
dealejr is kept advjsed of the, c()iiditions*of the market. On 
the other sitfe is the “ customer,” a creature of custom, as the 
term imjjlies; often ignorant in the widest sense of the word, 
unintelligent and untrained ; always and necessarily ignorant 
in thh .special sense of being unaccjuainted rvith the conditions 
which shoqld determine ))rice, not ki*owing what ft commodity 
ought to cost, and, in the case of many classesd>f coinraodi- 
ties, \inable to judge of the (piality'of the goods offei'ed, |)er- 
haps*at the mercy of the dealer in the matter of the ineasuro 
or weight! 

The merchant, ag.aiiij is the po.ssessor of ca]iitar, and can 
wait to^lispo.se of his goods at the best time, d'he <ai.stonier, 
on the (Uher hand, is generally in urgent need of cofiiinodities 
for immediate use, and freqm'iitly ]>oor, so that he must buy 
in small (piantsties ; jierha|is even, in debt, so that he feels 
under a strong constraint to trade only with his creditor, who 
thus holds him at a double disadvantage, for how ctin he ijnar- 
rel.'as to quality, measure, or price, with the man whom he is 
not tible to ])ay for goods alretidy l*id and consumed '! 

149. The Friction of Betail* Trade.—From the igiiorance 
atid inertness of the “Customer ” arises what may, be called 
the Friction of Retail 'I'rade. “ Retail ju-iee,” says Jllr. Mill, 
“the ]>rice paid by the actual consumer, seems t ) teel slowly' 
and imjierfectly the effect of com]ietitirtn, and where comji^- 
titio i does exist, it often, instetid <if lowering prieei^, merely 
' es the gain among a greater number of de.alers. It is 
oidy in the grAit centers of business that retail transactions 
h.ave be(in chietly or even inueh determined by eonqtetilion. 
Elsewhere it rather acts, when it acts at all, as ,an occasional 
disfljrbing inflncnce. The habitual regulator is custom, modi¬ 
fied from time to time, by notions e.\isting in the minds of 
purchasers and sellers, of,some kind of e(i[uity or justice.” 

And referring to this manifest imability of the customer in 
retail trade to look out for hiitAelf, in a struggle with tlie 
expert dealer. Prof, ('airncs says : “ Retween persons so quali- 
fie<l the game of exchange, if the rules be rigorously enforced, 
, is not a fair one ; and it has consequently been recognized 
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Universally in E/iglaml, and very extensively jimong the bet 
ter class of retail dcilers in Conjiuental cojuntries, as a prinei- 
j)le of commercial morality, that the dealer sliould not demand 
from his customer a higher j)ricc for his commodity»than the 
lowest he is jirepared to take, lletail buying and selling is 
thus made to n'st upon amoral nathcr tlnin an economical 
basis, and, 1 here can l»eino doubt, for the advantage of all 
concerned.”* 

160. Economic Forces'Never Cease to Operate.—lam 
disposed to think'that tliese eminent economists overrate the 
disability under wliieli the customer suffers in rt'tail trade ; 
and, secondly, that the inference they draw from the un¬ 
doubted fact of the general jtrcvalcnce of a customary price, 
vi/.., that Vhis shows that coinpetition is not the regulator of 
such trade, is not fully jiistilicd. To Ittke an analogous case, 
let OIK! look around him, in any highly organiu'd community, 
and he will see very little display of force in eomjielling 
pro])er things to be di^ne, or in repressing acts injurious to 
society., lie will see on every side men doing just .and decent 
and even eotirteoits and kindly things, res]ieeting the right of 
others atid tnakitig ttse inoffen.sively of their own jtowers attd 
])rivileges^, just as if all this were natural and jdeasatit to 
tlumi, as, indeed it has, to a griait degree, become. These 
actions aj'pear to be sjiontaneou!; and instinctive ; and one 
tints looking around' oti the orderly and civil procedure of 
daily life, ■fthclher in social intercourse or in business, might 
think that force was not, iti any jiroper sense^ the regulator.'' 
of that commtitiity ; he might onelude that good will towards 
others, self-respect and pttblic (jpirit were univyr.sal. Yet if 
that power which in every civilized state is always at hand, 
however veiled or disguised, to protect person and j>ropdrty, 
to ri'press lawlessness and to punish crime, W'ere on(!e with¬ 
drawn, society would speedily be tiviiisformed, and the occur¬ 
rence of every form of rajtine and violence would instruct the 
observer th.at, behind the fdirest show of order, right dealing 
and courtesy, ytands the armed force of the community. 

So, while within certain limits, competition seems to disap¬ 
pear wholly from retail trade, and custom and respect for the 
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ri 2 ;hts of tlio j^jirchasor enter to banish “lyg'gling” from the 
marbet and to iin{M)Se the on^-priee sys/lan, and tlius retail 
biiving and selling, as Prof. Cairnes sa\ s, eoines to rost^njum 
a moral basis, yet the economie forces always lie bcinaith, as 
the })ed-rook below which the effects of moral fona's can not 
^ go. *Let the cost of an^article rise above the eustonian' ])ncc, 
and ine^ch«.ijts will m.ake an advanef upon that jirice, in s]iitc 
of custom. Let merchants demand an utterl? e.Norhitant 
])rice, and compclitioir will spring up, wen among tin* least 
intelfigent and least enterj)rising buyers. 


CllAlTEK II. 

THE rilEOKV 01' INTEKNATION’Al, KXCII A^in;S. 

151. We stated, in jiaragraph 110, that, on the wlioh- and 
in the long niii, the respective values i^f a number of avtieles 
amII be nearly according to the amounts of labor that liave 
been expemded u]>on them, several!^^. 'I’liat tliis will lx* true 
throughout .any small,eommunily is si'cn in the ei.nsyleration 
that, if certain articles* failed to have as mueh, o); nearly as 
much, raliie for the unit of labor as otlu'r articles produced in 
that community, some of tjie laborers who had iieen engaged 
in the jmiduetion of the articles thus disparaged in cichange, 
wouM Set themselves to making some other article ou articles 
Mi.na highly .apprcrialed. Either this would, at some stage, 
raise the value of the disparaged articles, through reilucing 
the sujiply of^them ; or, if tjie community eared so little for 
those articles as not to be willing to pay a higher jirice for 
thefn, production in those lines would ultim.itely cease. 

Subject to important exceptir)ns—such as will be indicated 
iji ])aragraphs .a.lD-.atS—the rc.speetivo values of arti<deR will 
be regulated in the wmy that has been indic.aUsl, within any 
small comnjunity. Is any modffication of this conclusion 
required, as exchange is conceived to be carriiul on between 
distant commnnities, constituting, perhaps, distinct nations ? 

162. We shall reach the essence of the matter if we assume 
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the trading world be confined to half a dozep islands, which 
interchange tlieir j)rddu(!t8 freely, but betwf!en which no iKOve- 
ment of laboy or caj>ital ever takes place. One of these might 
have a trojtical climate and rich scnl, j)roducing in abundance 
lea and coffee, tobacco, sugar and molassos, silks, 8pi(!cs and 
dye-stiHfs. Tlie ]>o|)uIatii)n of this isjaiid we will assume to 
be in excess,*the point of «liminishing returns (jiar. .'51^ L.aving 
long since been passed. Island No. ‘J is like island Xo. 1, 
excej^ that the j)oint»of diminishing returns has not yet been 
rciicbcd. Island Xo. a lies in some northern se.a, ^>rodifcing 
hemp, wool, flax, and the cereal grains. Isl.and No. 4 is the 
land of oil and wine. Island No. is filled with e.xtensive 
mines of coal and the useful metals. Island No. 0 has a poor 
soil, a bh'ilk climate, and a scanty pojndation, whose produc¬ 
tion coni])rises oidy ice, lumber, fish and furs. 

What, now, will lie “ tin' exchanging jirojiorfions” or terms 
of exchange, between these islands, at any given date? Will 
it still be true tliat tbe \alnes of their respcctixc jirodncts n ill 
])(■ nearly according to the amounts id' labor (omitting capifal, 
for the time, from considemtion) which have been invoKedin 
their jir.odnction, severally? *1 answer, that, at any date 
which we piay take for the jnirposc of our illustration, this 
would not lu'cessarily be so. Assuming the strength, skill, 
intelligence and energy of all the laborers in all the islands to 
be ennal, a given amohnt of labor in one is|;iii;! might com¬ 
mand tint product (d'two days’ labor in another island, while 
commanding the products id' only half a <lay’< labor in still* 
another. This su]>position is not an unreasonable one. Dif- 
ferenees as great exist to-day Jimong the eonptries of the 
world, even after making the allowances necessary to bring 
the several laboring ]io]>tdations to an eijuality in the respects 
of strength, skill, intelligenee and energy. 

163. What, then, woidd govern ths' exchanging proportions 
subsisting between the several isliinds ? I answer that the 
only explanation which anyw*i>ere, at any time, can be offered 
for existing r.atios of exeh.ange, is fimnd in tlie relation 
between supply and demand. Within each of the several 
islands taken for the purpose of our illustration, values would 
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approximately be l^gulated by labor, according to the princi¬ 
ple first stated*. But, as between themscKes, each of those 
islands woul^ constitute a utiit, whose terms of exchange 
with all the other islands would be <letermined by the l£(jua- 
' tion of International Demand, to use the phrase of Mr. .T. S. 
Mill.. What is meant by this formidable ])hrase ? Thi.s : that 
•value.s, in exchanges between these islands, will Im governed 
by the (k'ni’and of each island for tffe j)rodiietious of all the 
other islands, as against the demand of all the other islands 
for ^hose commodities w'hich itself produces. In the east' 
supposed,ithe play of economic forces may result in giving to 
a day’s labor in one island a very gre.at imrehasing^power in 
comj)ariBon wdth a day’s labor in any other island, and a vastly 
greater purchasing power in comj)arison with a daj'^s lal or in 
some one other island. 

Thus, we mij^dit snjipo.se the taste for olive oil and wine to 
be, at. the date we have taken for the j)nrjiose of this illustra¬ 
tion, not widely sj)r<‘ad among the other islands. In s me, 
till .uses of olive oil might not be known ,at all. In that ease, 
there would be but little demand for the jiroduciions of 
island No. 4, as a whole. As betwivn the ])rodne(‘rs of olive 
oil and the producers of wine, the force of comjM'tition would 
ojierate steadily to bring about the restdt that a dtiy’s lal>or 
in a viney.ard would yield as much ])nrchasing power as a 
day’s labor in an olive gtove. But, while the jirodueers i^f 
olive oil and the jirodueers of wane would thus be brought 
npoi an equality as regards each other, both elasse,'? of jiro¬ 
dueers would iie at a disadvantage in eomji.arison with jiro¬ 
dueers in the other islands, generally. We might say, with 
the jiroducer.'f of any other island ; or we might suppose that, 
the,niechanic arts being still in a backward state, island No. 
."i would exjierience a still smaller demand, relative to its 
Laboring population ; and the inhabitants of that Island might 
be obliged to continue ’getting out iron ore, smelting it 
in their furnaces, working it jip in their f(*rges, tmly to 
Bell the products of a very long day’s labor for the prod¬ 
ucts of nine hours’ labor in island No. &; ten hours’ 
labor in island No. 4 ; six hours’ labor in island No. 3 ; five 
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hours’ lator in island Ko. 1; three hotfrs’ labor in island 
No. 2. I 

We have said, five hours’labor in island No41, and three' 
hours’ labor in island No. 2 . How is this? The productions 
of these two islands are the saine^ their soil and climate we 
have assumed to he the same. Truly ; yet the fact that in 
one of these islands the gtajte of dimlnishiiif'returns has been* 
reac.’hed ami jiassed necessitates, as we have seenj a lo'wer per- 
capita ]»rodii<!tion : a dilTerence which plight not be exagger¬ 
ated in the ratio j>f three to fiye. . 

If, now, we assume a sudden develo])nK'nt of the' mech.anic 
arts ami ,a rajiid ami extensive use of iron in tools and ma¬ 
chinery, island No. ■'>, from being at the foot of the scale, as 
ri'gards tjie jmrehasing jiower of a d,ay's labor, might rise 
almost instantaneously to the to]i. A day’s labor there might 
come to command the products of a day’s laljor in an island 
previously the most favored ; might soon come to command the 
jiroducts of two or three da_\ s’ labor almost anywhere else. 
What island No. 5 h!.s to sell has now become of sujiivmo 
importance. The sugar ])Janters of Nos. 1 and 2 , the wheat 
growers No. !t, the himher.ojierators and ieo cutters of No. 
(i, find that they can greatly increasi their jiroductiou with 
implemenis .and machines made of iron. The iron-workers, 
therefore,'realize rich gains, and fare sumptuously ujion 
tue products of all tl;e other groups of laborers. 

Now, upon the assumjition that l.abor and capital do not 
flow from one island to another, but only jiroducts are im^ 
jiorfed or exported, each isl.and would be left'indefinitely to 
its own economic lot, be that a hard one or a fortunate one, 
according to the demands from all the other islands for its 
eharaeteristie products. < 

164. In the case of these sejiarate communities, does the 
failure, of values to corresjiond to amounts of labor, depend 
ujion the question of nationality? 1 answer, no : the failure 
of corfesjiondenee between I'/alue and labor w»)uld occur just 
as fully between two islands which were subject 'lO the same 
government, as between one of these islands and still another 
island under a different flair. The condition W'e have noted 
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is due entirely to the fact assumed at the beginning, vh.: 
that, labor and capital do not pass fromwne of these trading 
comraunitid to another. It h.as notliing to do with nation¬ 
ality. different communities, be these large or*small, 

distant or near, there wiTl be an incessant tendency, due to 
chaifges of population, to clianges in the arts, to changes in 
conimerci.^1 demand, to the varying»cliaracter of* tlie seasons, 
and to a score of other c.auses, to disturb the relSlion between 
lalu)r and value. E.vejit as these c.auses may offset each 
othw, the one force which should restsire tke ecpiilibrium that 
has beeu*disturbed, is to be found in the movement of labor 
or of capital, or of both, from tlie commenities *where the 
unit of labor or of ca|)ilal receives tlie smaller return to the 
communities where it receives the larger returit. It that 
movement does not, in fact, take jilace, the differences noted 
may continue «ud may even incre.ase from at;e to age. 

IF, then, the f.ailure of values to c(irresiiond to .imounts of 
labor CApended, has nothingto do with the lact of natiomility, 
A\lrj' should the economists, generally, Inive wiittiai <d' Inter¬ 
national Values, of International «Trade, of the Eipiation of 
Infernational Demand? I ans*ver,*because nationitseemed to 
them to furnish the mflst convenient units for illustrating the 
ojieration of the forces ciinceriied. It is true, it was true even 
when Ricardo dcvelojicd this theory, in the eaily part of the 
century, that there are dclinite porliiflis of the same natifin 
between which the movemeiit of Labor and c.ajiital t;\kes place 
a" s.owly and tardily as, often, between two separate nations. 
It is even true*that there are groujis of nations jierh.aps widely 
sundered geographic.ally, between which this niovement takes 
place far more readily than between contiguous sections of the 
saftie country. 

Still, it is true now, and was true in a much higher degree 
when Ricardo wrote, tli^it obstructions, physical, intellectual 
and moral, to the movements of labor and capital, .tend to 
gather themselves along the bifundary lines of nationality. 
This arises from differences of speech, of race, and perhaps, 
also, of religion, from prejudices against aliens, perhaps, also, 
laws putting them at a disadvant.age ; from reluctance at self 
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expatriation, from phynical ohutacles of a marked character, 
wliich often, though rot always, serve to divide nations from 
each other. Between any two given nations ail"the causes 
above ’noted may enter to raise to a nia.vimum the resistance 
to migration. Jb-tw’een other two nations, o|ily a part of these 
causes may operate, and may operate with greatly dimin¬ 
ished force. ' ^ 

It was the'.'ioregoing considerations which induced the econ¬ 
omists to take nations as the units for illustrating the econo¬ 
mic etTeets of a ees,sation of the movement of labor and capital 
between se))arate communities. It has led, boUever, to 
misconeeption at two jxunts : first, by creating the impres¬ 
sion that because nations were taken as units in this discus- 
si(m, natiosiality was the real rea.son for the phenomena 
observed ; se(s>ndly, by diverting attention from tbe effects of 
a cessation of such movements within the limits of national¬ 
ity. It would be safe to say that there arc nati(»ns divided 
into ahalf-score of sections, between tbe two most friendly and 
fully contiguous of whit'li the movements of labor and ca])ifal 
are scantier timl slower than,between certain two other nations, 
though seii«rated by thousands,of miles. 

Wherever the movement of labor and cajiital ceases, there 
all the clTeets which .'ire, by the economi.-.ts, attributed to 
national differeiu’es, become ftdly realiwd. In just so far as 
tlihse movements are R'diieed or retarded, the. natural opera¬ 
tion of competition, in restoring the normal relation of value 
to l.abor, is deferred or defeated. Even where movements, 
ol labor and capital actu.ally take ])lace, they mit\' be so tardy 
and ditlicult that local causes mav go on producing inequ.ali- 
tics between tlu' jmrehasing power of labor in'neighboring 
communities, much faster than comp(‘tition e.in efface tlnjm. 

156 . It follows from what h.as been said, that, in the ex- 
ch.anges of two considerabb' eoinmnnities, be the s.ame dis¬ 
tinct countries or isolated portitms of the same country, from 
one to the. otlu'w of which movements of l.abor or capital do 
not take j>l.ace or take place so tardily and painfully that they 
fail to keep uji with the tendencies to divergence indicated 
in the preceding poragra])h, it follows, I say, that in the 
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exclianges 1>et'^’een two such communities, articles may be 
impoisted into one qf these conjmunities, itotwitlistandiiig tlie 
fact that it eSuhl tliere be produced at a lower cost than iii the 
.community from ndiich it was exported ; and this state of 
things may, under Uic conditions recited, continue indetinitely 

Thfs would scarcelj' hajijien between small contiguous com¬ 
munities. Jf in one of such cominiriities, A., a fertain kinil 
of goods could be produced at l(»wer cost than in Communities 
!>., C. and I)., all the labor and capital, enijdoyed, within that 
group, in the production of that article, w(«ld pass ovci' into 
A.; and ifie entire jiroduction of that article for that group 
would soon take ])lace in that single comnninity. As a result 
of this j)lay of e(a)nomic forces, no one of these communities 
would long import from any other any kind of good* which it 
could possibly itself produce at a lower c<ist. 

Between communities or countries, however, experiencing 
no movements of labor or capital, exchanges of goods may as 
we said, continue indelinitely to take j>lace, notwithstanding 
thc*faet that the importing countries could, if they, would, 
themselves jirodiici' many of the articles at a lower, jKohaps a 
much lower cost than that at'whi(!li they arc actually jn'o- 
duced in the countries Trom which they are brought, d’hus, 
t<t return to our six trading islands, we might su^ipose that 
the demand for olive oil and wim; had become so great thai 
the hdiabitants of island No. 4 could, Is*’ one day’s labor in 
their ' iueyards or groves, command the jirodiicts of tJ ^'0 days’ 
Jab'll in island No, 1. If this were so, it might dearly be for 
their interest to continue producing olive oil and wine only, 
even though ,their soil and ^liraate were such as to enable 
them to produce sugar or coffee or tea or sjiiccs at two-thirds 
the’eost of which they were acliiall.y produce'' in island No. 1. 
By ayiplying all their labor force and capital force to that for 
■which they had the most jnarked (.jualitication, they would, in 
the result, obtain more of any and all products whiq)i they 
might desire, than if they were t(f give up a certain portion of 
their labor power and capital power to the production of arti¬ 
cles in respect to which their natural advantage would be less 
, than in raising oil and wine, though it might be greater 
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than that enjoyed by the actual producers o^ the articles In 
question. , 

166. That such would be the normal operatioil of the prin¬ 
ciple of self-interest will readily appear if wc take the case oi 
a skilled mechanic, say a blacksmifii, in an agricultural com¬ 
munity. The smith may have been brought uj> on a farm, ^ 
and he mayj conceivably,(be so strong, so quick in bis motions, 
so handy with tools, that he could, to-da v, do one-fourth more 
of fann work than a.ay one in the neighborhood. Since then, 
he can do farm wark better than the farm hands, will he leave 
his forge? That will depend on the “Equation of'ihmiarid.” 
If there b'h several blacksmiths in the community, so that the 
demand for tlie work of each blacksmith is small, and if the 
other blacksmiths are .as well able to work at the forge as him¬ 
self, but are not, like himself, able to turn adv.aritageously to 
farming, his economic interest may impel him"to .agriculture. 
If, on the other hand, he is the only blacksmith in the com¬ 
munity, the demand for his Avork Avill certainly be great, per- 
haj>s so .great as to cnalide one d.ay’s labor on his part to com¬ 
mand two ordinary days’ labor on the farm. In this case it 
would b(! the height of folly for him to leave his forge, since 
there he .can acquire a v.ilue represented by 2, Avhile on 
the farm the value of his product wall be represented by 
only 1^. 

The reason of the* case will .appear still plainer if we con¬ 
template a country jdiysician, who, having been brought up 
on a fam, and being accustomed to cultivate a small tract, fon 
his health and pleasure, in the intervals of jn-actice, might 
easily be as good an .agrieulturi.'jt as many of Ijis neighbors. 
The question is, shall he buy farm products or raise them him¬ 
self ? I answer : so far as health and pleasure, in the intervals 
of practice, allow, he will do well to cultivate the land ; but 
as a matter of business he can nut afford to sacrifice th/A 
smallesit part of his professional work for the sake of raising 
vegetables instead of buyin)^ them. As a physician, he can 
easily command three or four days’ labor, for one of his own. 
Even were he the best farm hand in the county, he w'ould be 
throwing away a great economic advantage, were he to 
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attempt to raise from the soil all that which he desired to 
consijme. 

157, NoW*, what we have seen the blacksmith and the coun¬ 
ty physician doing, nations and smaller comnuinities are contin¬ 
ually doing, under the operation of the jtrinciple of self-interest. 
Many a country imports, generation after generation, conimod- 
* ities b.jund c., which it could pjwduce rnoi'e <*heaply than 
those w'lio made them. Tin: r(!ason is, that thfre are other 
branches of inilustry, x, y. and z., in whi/'Ii it has a still higher 
relative advant.age. So far as movements labor and capital 
take jdac^, there will be a constant tendency for laborers and 
capitalists to come to tlie more favored country, aifU here set 
up industries, a., h. ancl c. But this will, at the best, go on 
slowly ; and it may be altogetlier defeated by tlie^liscoverv 
that commodities, m., n. and o., can be })roduce<l in the country 
in question, not, indeed, so advantageously as x., y. andz., but 
far more advantageously tlian a., h. and c. Consc<juent'';, all 
the additional Labor and capital coming into this country, in 
tliiS generation and perhaps in the next, may be directed to¬ 
ward building u]) industries »/., n.fand o.; and commodities 
a., h. and c. may continue to btsiinjibrted. 

168. Such being thd conditions iiinler which trade takes 
place between countries, from oni' to tin- other (jf which move¬ 
ments of Labor and capital do not occur, or occur so tardily as 
not to overtake the tendencies to local tKsiurbance which ha\a? 
beer, iwelt upon, wv have to note two things in closing this 
icchapter. 

First, in any country, the value of .an imported article does 
not tend to 'be determined by wliat would be the cost of pro¬ 
duction of that article in that country. It does not even tend 
to be determined by its cost in the country m which it was 
actually produced. The normal value of such an article, in 
sjich a place, depends on //le cost of production of the article 
which is exported to pay for it, tnansportation being taken 
into account. 

Second, while it is for the interest of a country enjoying 
great economic advantages, to apply its labor power and 
, ca])ital power to certain lines of production, only, looking to 
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purchase fram others many classes of coinniodities which it 
could produce as vrejl as or even better than they, sucli a course 
is also for the economic interest of the countries with which 
it trades, since they are thereby enabled to obtain the_ products 
of the former country, at a lower, probably much lower, cost 
than that at which they could hope themselves to produce 
these, or to obtain them fyom any oth'er quarter. 


CHAPTER III. 

MONKV AN'D ITS V.\Ll'E. 

169. EEchange Arises out of the Division of Labor.—Men 
become the jiroJucers of that which they expect to consume 
but in part, if at all. Their choice as to whaWhey shall jiro- 
duce, ceases to be determined by considerations affectins; their 
jicrsonal wants, and comes to be determined mainly, if not 
wholly, l>y considerations affecting their abilities and .Tpti- 
tudes. ‘They no longer prpduce that which they desire to eat, 
drink or wear. 1'hey prbdnce that one among many things 
known to the market whiidi they can produce to the best ad¬ 
vantage, let who will, in time, eat, drink or wear it. I'lieir 
own wants they look to see, in turn, satisfied by the labor of 
ofihers. . 

To the market all producers bring their several products, or 
such part thereof as they do not care individually to consume. 
From the market each late producer, now becoftie a consumer, 
carries aw'ay that which he is to eat, drink, or wear, or other¬ 
wise enjoy. In the market is done that which we call ex- 
cluange. «. 

The economie function of exchange is to bring producers 
and consumers together, and thus ajlow the division of labor 
to be carried as far as it will incre.ase production, llie divi¬ 
sion of labor'has no econort-ic virtue except so far as it in¬ 
creases production. When that point has been reached, a 
further subdivision of occupations and employments would be 
useless, or of merely curious interest. Exchange, in turn, has 
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no virtue excej;)t as it allows the division of labor to be carried 
out.. Its sole function, economically, is^o enable each species 
of wealth, lach article known to the market, to be jiroduced 
in the pjae(i and by the person where and by whom it‘can be 
produced to the j^reati'st lidvaiitage. 

> 180. The Economic Function of Money.—In its function 
' of bringii^ producers'and consumers together, exchange dis¬ 
covers \he need of the great agent of Avhieh w(*are about to 
sj)eak—Money. .lust, as the occasion fyr (‘xchange arises out 
of the fact of the di\ision of labor, and as the economic 
efticienc_f of exelninge is limited to that occ -.sion, so the need 
of money arises solely out of the fact of exchange, and tlie 
economic; efficiency of hiotic}' is limited strictly to the oc- asion 
for exchange. The interests of a community requwe as much 
exchanging as will secure that division of labor which Mill 
achieve the highest productiveness of land, labor and capital; 
and they require no more exchanging than this. They "( juire 
•as Much money as will enable that amount of exchanging to 
bt^effected with the least effort and tvith the greatest assur¬ 
ance of a transfer of real equivalents ; and they require no 
more money than this. No euonoihic efficiency other than or 
beyond that i!idicated,»ean justly be attributed to money. 

Hut how- does money facilitate those exchanges*which it is 
for the interest of society to have effected ? Just* xvhat is tiie 
function of money? 

le. 1 . Double Coincidence in Barter.—Money facilitates 
exchanges by dispensing with that doulile coincidenee, of 
xvants and of ^)ossessions, which barter, i., e. exchange without 
the use of money, involves. ^ We have seen that, so far as the 
division of fabor is carried out, men cease to ]irod>ice all or 
even the greater part of -what they wish u, consume. Pro¬ 
ducing that which they can produce to the best adx antage, 
they look to others for those particular articles which are re¬ 
quired for the supply of their individual xv.anl8. The producer 
and the would-be consumer of e;«;h article, theA'fore, must get 
together, somehow, or else the M'ants of the community will 
remain unsatisfied. * 

But that each producer for himself should find some person 
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who has what he wants and at the same time wants what he 
has, would involve verj' roundabout exchanges, occupying a 
great deal of time, and occasioning much delay afid frequent 
disappointments. The bootmaker who wanted a hat, for his 
own use might find niany persons v^o would be glad to get 
pairs of boots, but had no hats to give in exchange, and Sev¬ 
eral ])ersons Who had hats indeed, to sell, but were already 
supplied with'- boots, before he found one person who both had 
hats and lacked boots. And, moreover, when that [)erson 
were found, a furtln r difficulty would probably arise from the 
failure of an exact equivalency between the two articles to be 
exchanged. A juair of boots might be worth more than a hat; 
perhai)8 three pairs of boots might be worth four hats. Y»‘t 
the bootmaker wants but one hat ; the liatter tvants but one 
])air of boots. Things would soon got into a fearful muddle, 
this way. < 

But if, by general consent, formal or implied, the producers 
of the community should hit upon one article which they 
would all agree to take in exchange for whatever they wishlal 
to sell, a vast saving of tiiiu' and labor, of annoyance and dis- 
a])pointment, would be effected, especially if the article so taken 
should be one, say, wheat, susceptible of minute division, with¬ 
out loss of utilitv. 

t 

162. Money, the Medium of Exchange.—What slmll we 
cafi the function whieff the wheat would in this case perform ? 
Clearly ibis something altogether beyond and in addition to 
its ordinary natural function, as wheat, which is simply to be 
made into flour, to be, in turn, made into bread. In the use 
proposed, the wheat would serve another purpose.^ What shall 
we call that {)urpose ? 

The function performed by the wheat, in the instance given, 
is that of a Medium of Exchange. The significance of the 
word medium, in this connection, is feund in the f,act that the 
wheat becomes^an intermediate thing in the commerce between 
the producer’s and the consiitners of any and of every article. 
The wheat is no longer an end, as when used for food, but a 
means to an end, which end may be boots, or hats, or gro¬ 
ceries, or what not, Tlie person who takes wheat for what he 
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has produced nwj already have more whe^t thau he cuuld eat 
in a year. I^e does <001 take it* with a view to eating it, but 
because with it he can obtain, in kinds and quantities* and 
at times to suit his waiUs and convenience, whatever lie 
may wish to eat, drhik, or wear, or to warm or house biniself 
■yitlial. , . 

Now, tjie function which has been tlescribcd is ^he Money 
function. Money is the medium of e.\chauge. Whatever 
performs this function,'does this work, is money, no matter 
what it is i)^ade of, and no matter how it came to be a medium 
at first, or why it continues to be sucli. So long a*, in any 
community, there is an article wliich all jiroducers take freely 
and as a matter of coiirsi', in exchange for whatever they have 
to sell, instead of looking about, at the time, for the particular 
things they themselves wish to consume, that article is money, 
be it white, yelloV, or black, bard or soft, animal, vegetab'e, 
or mineral. There is no other test of money than this. That. 
which does the money-work is the monw-thing. It may do 
this well; it may do this ill. It may be good money ;^t may 
be bad money—but it is money all tl'iv same. 

163. Universal Accepjability of Money. — We said, all 
producers, since it is not enough that an article is extensively 
used in exchange, to constitute it money. Bank checks are 
used in numerous and iinjiortuut transactions of exchange, yet* 
are not money. It is essential to money that its acceptability 
should le so nearly universal that practically every person in 
tlfc community \vl>o has any product or service to dispose of 
will freely, gladly, and of preference, lake this thing, money, 
instead of the jmrticular produt'ts or services which he may 
individually require from others, being well ass”red that with 
money he will unfailingly obtain whatever ho shall deshe, in 
form and amount and at times to suit his wants. 

When any article, no m.ftter what its substance or form, 
acquires this degree of acceptability, no matter hosv obtained 
ar how retain^l, so that each person, in his place in the indus¬ 
trial order, without the expectation of consuming this article, 
ind without reference to the character or credit of the person 
offering it, takes it freely from any man whenever he has any- 
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thing to sol], becafi^c he knows that any othen man will freely 
take it from him whenever he may wish mu his^turn to buy, 
that‘article becomes money, and remains money while that 
condition continues. To,serve as jhe medium of exchange is 
the nnoney-funetion, and whatever does this is money. 

164. Money and Civilization.—It, is evident that the intro; 
duction of ffiouey, even In a j)rimitive state, vas^tk,' facilitates 
' exchanges, and renders it easy to carry out the division of 
labor. It is further evident that the 'use of money is a con- 

•I 

dition precedent to an advanced state of industijial society. 
The divi.sion of labor could not without it be carried so far 
as is involved in comj)lieated manufactures and extended 
eommerve. 

“ It h.'is been wisely said,” remarks ]M. Chevalier, “ that no 
machine economizes labor like money, and its adoption has 
been likened to the discovery of letters.” ' 

' The allusion is jirob.ably to the noble sentence of Gibbon; 
“The value of mom y has been settled by general consent to 
cxpre.ss our wants and our property, as h'tters were invented 
to express our ideas ; anti both these institutions, by giving a 
more, active energy to the powers^ and passions of human 
nature, have contribute<l to multiply the objects they were 
designed to exj)ress.” 

• 166. Historical Forms of Money—We have s.aid that any 

article which accpiires a certain degree of acceptability 
throughout the community, would thereby become money, 
whatever its material or form. Yet materiql and even form 
may have much to do with securing to any given article, at 
any given time, the requisite*-degree of acceptability. The 
industrial habits and the tastes of a people and their social . 
conditions may make that money which among another people 
would be an impossibU* inoney. Rock salt long served the 
Abyssinians as money ; rice, the tlwellcrs on the Coromandel 
shore ; caCoa, the aboriginal Mexicans ; olive oil, the inhab¬ 
itants of the Ionian islands ; wamjnim, the qarly New En¬ 
glanders ; tobacco, the early Virginians and Marylanders ; tea, 
compressed into sniall cakes, the Russians ; dates, the savages 
of the African oases; beaver and seal skins, the peoples of 
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many northern .lands. Cattle and sheep srerc employed as 
money, alike by the early tlreeks, by‘the Romans who 
conquered the Creeks, and by the Teutons who eonqqered 
.the Romans. 

166. The Metals as Money. —But, of all substances, the 
metals have enjoyed the^widest use as money, from a remote 
])eriod. Jron^ lead, tin and cojiper, <#ic or anothei^ have been 
thus employed in nearly every country whose history is 
known. • 

From its numerous and important uses in The domestic arts, 
in the chase, and in warfare, the first-named metal w.as the 
subject of such wide apd constant dem.and as to m.ake its 
fnrlher use as the General medium of exch.'injre, i. e., as money, 
very simple and natural. The art of minino bein<s in early 
times veiy crude, small (juantities of iron represented a largo 
amount of labor, and thus contained a high purchasingjiower. 
^Moreover, in comparison with wheat, cattle, and many otiicr 
jii'iniiiive forms of money, iron cost lit^e or nothing to keep 
and was but little subject to waste, while a given niastt could 
easily be divided into ju'eces of any inquired dimensions, which 
could again be reiiniti d, by fusioh, or by welding when lieated. 
The money of Lacedaunon was of iron ; the Swedes" used 
money of (his nii'tal during and after the e.xhaustii^'' wars of 
Charles XI r. ; and iron is still reported to be so used by tin* 
inhabitants of Senegambia. 

Le: was extensively em]iloyed as money by the early 

iloinans and the early English, and is still used in (he same 
way by the Burmese. 'I'in was used by the IVIexicans its 
money; was lopg so emj)loyed«in Sweden, in long, fl:it blocks ; 
and is even now a medium of exchange ajnong the Chinese 
and Malays and in Prince of Wales Island. 

But more than iron, tin or lend, has copper, in the later 
cepturies. been used as money. Having, from its cost of pro¬ 
duction, a high v.ahie for its bulk, it cante to snpcfsede iron in 
this use, wh-eji the latter metal became too cheap to form a 
convenient money. During the silver famine o{ the middle 
ages, copper returned to be (he chief money of circulation in 
Europe. And though, after the revival of silver production 
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through the discoTjeiy of Mexico and Peru, it fell out of use 
as a principal money of wealtliy and prosperous^ countwes, it 
has remained a considerable element in the monetary circula¬ 
tion of the world, even to this day^ 

Platinum was for a brief period, between 1828 and 1845, 
used as money in Russia, where that metal is produced ; but, 
the great (fifficulty of rdudering platinum, now, from ingots 
into coin, and again from coin into ingots, prevented the suc¬ 
cess of this experiment, notwithstanding that platinum is 
justly regarded afi one of the noblest of the metals^ 

167. The Precious Metals.—All the othcnnetals, however, 
pale before the light of two transcendent substances, the 
Precious Metals, so-called, silver and gold. Having numerous 
important uses in the industrial arts ; })ossessing the highest 
adaptation for tlic purposes of ornament and decoration, these 
metals have always and everywdiere exerted, bej'ond all other 
objects of human desire, a strange, a mysterious fascination 
upon the minds of imjn. 

168. 'Coinage.—Under the title, coinage, we may take ac¬ 
count of all methods of determining, for easy popular recog¬ 
nition, the quantity and qualfty of individual portions of that, 
which is wsed as money. It is in their adajitatious to the art 
of the cijiner that the metals, and es|)t‘cially the precious 
pietals, exhibit their most marked qualifications for use as 
money. With some* kinds of money, indeed, no such mode of 
determination is required, the divisions being natural, as in the 
case of the red feathers and shells used as money, or of cattle, 
and sheep, which only need to be counted. 

With other, and indeed, most, forms of mon^y, it is neces¬ 
sary to give a customary shape to the pieces to be so usial. 
The Ahyssinians, who used rock salt as money, cut it into 
bricks of uniform dimensions, so that each person taking a 
brick in exchange might know how much salt he was receiv¬ 
ing. 'Here, J,he problem was merely mechanical; no chemical 
tests were required. The* salt being of reasonjibly uniform 
quality, the Receiver was only interested to know its quantity. 

With money of gold and silver, and even of copper or iron, 
however, both the quantity and the quality of each piece,, 
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offered may bo.trought into question, unless some means be 
adopt’d by which fhe piece shall be made to exhibit unmis¬ 
takably the Wouiit of pure metal it contains. The problem 
. is thus both a mechanical and a chemical one, and is solved by 
what we call, in the limiled sense. Coinage. The metal is 
melted, and in that state is brought to the required degree of 
purity, or .fineness.” It is then cast into ingots,’and by suc- 
(iessive mechanical processes, with machinery of gf’eat delicacy 
and power, drawn out to the recpiircd thickness, cut into 
plauchets, “milled ” around the edges, and*stamped on both 
sides* wit^ devices expressive both of the sovereignty of the 
nation under whose authority the coins are struck, itnd of the 
quality and quantity of the tnetal contained. 

Coinage has generally been regarded as an a(ft of sov- 
eri-ignty, and tin: counterfeiting of the coin has been widely 
punished as tjeason. In J'lngland, the King’s sovereignty 
only extended to the coinage of gold .and .silver, the private 
coinage of cop])ernot having been prohibited until the present 
century. So important is the raoney-fffnetion, so htrong is the 
t(‘ndeney to abuse the privih'ge (tf coining, so heljdess are the 
mass of the community, esj)eei^ly fhe poor and economically 
we.ak, under a corruptwl coinage, that, even in popular gov¬ 
ernments, where j)r(‘rogative is not known, the prA-ate mint¬ 
ing of m(mey is ptinished by grave penalties. That coins 
shjill fully jawform their office as money, they must bc‘ takfn 
readil', without suspicion, or .at most, after a brief insj)cction 
_S!ieh as even the ignorant and inexpert can give. 

169. What Determines the Value of Money P—It is only 
the present inquiry which brings the tojiic of money into the 
department oT exchange, (ttherwise, money belongs to the 
department of production, as clearly as does any other agency 

* At first, coins were impressed on one side, as is now the “gall,” 
H)e only native coin of Coelyn (lliina. This allowed the metal to be 
shaved from the smooth side of the coin. Afterwards characters were 
stamped on Iwth sides, but the area of the coin was nht fully defined, 
allowing the Mges to he clipped, as is largely the case with tlie Tomans 
of Persia. Later improvements surrounded tiie coin with a welMefined 
rim, while the edges were milled to still further protect Uie integrity 
of the piece. 
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of trade or transportation, cattle, carts, rail^ways or banks 
Tile mining of tlie ^irccious metals is goYcrned by tha laws 
which regulate the production of other kinds of ^'ealth. The 
minting of gold and silver is equally a branch of production., 
Assayers, refiners and coiners are as much producers of wealth 
as the> laborers emjiloyed in a ]>ig-iron furnace. 

But under the title, Jlxehange, we may propwly inquire 
why any onb article, produced as we find it to be produced, 
under e.visting conditions, exchanges for so much of any other 
article, and not for more or for less. Pre-eminently in respect 
to iron or copper, silver or gold, when cut into jiianchets and 
Ktamjicd .Is coin, do we need to r.aisc* this question and di.scuss 
it in .all simplicity and severity of reasoning, because the sub¬ 
ject has been allowed to become invtdved in a thousand difii- 
cuities, from the lack of clear definitions and from the failure 
rigorously to exclude every thing alien or advvntitiotis. The 
discussion of the laws of money has engendered so much jias- 
sion and prejudice as to make it hard to secure a respectful 
attentiop, or even a rational attitude of mind towards'any 
statement of monetary doctrine which differs in the minutest 
])articular from that of the hearer. Men who are candid and 
even liberal in ])olitics and religiod become furiously or 
stujddl}' fanatical .as soon as their views on money are contro- 
vcrteil. "iVhen Sir Walter Seott made a surly critic say to the 
author of certain IjCtters on the Currency, “In yovir ill-ad¬ 
vised trp,ct you h.ave shown yourself as irritable as Balaam 
and as obstimatc as his ass,” he evidently intended to eharac-,, 
terize the whole race of writers on this theme.* 

The value of money, like the value of any thing else, is 
purely a question of demand and supply. The cost of produc¬ 
ing money is only important as alFccting the supjily. Limit 
the sui)idy,* and it does not matter whether there be any cost 
of production or not. The advantage of taking that for use 
as money which has an ai)preciable, definite, and, as far as m.ay 
be, constant cost of ju-oduerton, is found in the fact that the 

*I have alreinly quoted (par. 130) the remark of Prof. Senior that 
“any other cause limiting sui)ply is just as efficient a cause of value in 
an article, as die necessity of labor to its production." 
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Bupply of* such money will be limited by natural causes, 
instead of being left to law, convention (^••accident. 

170. Whfct is tie Demand for Money?—The demand fo^ 
money is the occasion for the use of money in effecthig ex¬ 
changes. In other words,* it is the amount of money-work to 
be done. 

m 

This is not determirwd by the gross volume o.f the wealth 
of the fcomAunity, since all that wealth is not ^ be, in fact, 
exchanged. For a similar reason, it is not determined by the 
amount of the annual production of the co^imunity. 

It is nflt determined even by the volume of products to be 
exchanged, in.a.smueh as some classes of these may, require to 
be exchanged several times, ami some but once. Moreover, 
in s]nte of the difficulties of barter, many products a^e, through 
a fortunate coincidence of wants and of jmssessions, especially 
in agricultural communities, exchanged .against each other. 
More important still, the modern organization of commerce, 
esjHadally through the agemy of b.anks, ])rovides for the crea¬ 
tion, and subsequent cancellation, of i.Tdcbtednes':* on account 
of j)roducts given and taken in exchange, to an e.xtPnt which 
vastly dimitdshes the actual use of money in effecting transfers. 

171. The Money-Demand a Reality.—Not the less, is the 
demand for money a reality. Banks and elearing-houses, 
checks and book credits reduce the occasion foi* the use of 
money, but they do not slupersede its jise altogether, nor are 
there any signs that they will do so in any future, near or re- 
iiiett. In every community, though in some more than others, 
goods are offered for money. Men seek monej', having in 
their hands wherewithal to pay for it. Some of them must 
have moneyJwhat<!ver it co*st. With others any ajjpreciablc 
increase in the difficulty of getting money, or any appreciable 
doubt as to the “goodness” of that which is circulating in 
the community, does away with the disposition to obtain it, 
’drives them to barter, and thus destroys a portion of the de¬ 
mand for money. • • 

Some pJrt of the exchangers of every community may be 

•This function of banks will be spoken of, more at*lcngtU, under that 
title in Part VI. 
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regarded as always on the verge of barter. They could ex¬ 
change their prodirots for the products of others which they 
wish to consume, wit^iout unreasonable trouble. Others, again, 
would exchange their products for money in the face of very 
great difficulties and embarrassments ; yet for each of these is 
a point at which difficulties and embarrassm’ents will give rise 
to an effort, which will thereafter increase rapidly in force, to • 
resort to barter or to crecfit, as the means of escaping the use 
of money. Should the matter proceed far enough, produc¬ 
tion will even be limited or modified to‘meet the exigency. 

172. Effect of riiscredit on the Money-Demand.i-Thus, if 
the money of a country be open’y discredited, as in France 
prior to and during the irundred Years’ Wai-, and, again, 
during the Revolution ; in England, under Henry VIII. and 
the Protector Somerset; in the United States, during the cir¬ 
culation of the so-called Continental currency ; and in Italy, 
through many dreary periods of her history, meh will not only 
resort increasingly to barter or to credit, but such discredit 
of the coin or other cirfiilating medium may become a force 
which wi’l operate j)owerfully to modify and even to limit 
production. Men will produce fewer things and those differ¬ 
ent from what they would have done under conditions more 
favorable tp the division of labor and the consequent exchange 
of products, 

,Thls, however, can never be carried so far as totally to dis¬ 
pense with the use of money. In any society above the bar¬ 
barous state, something must be used, to some extent, as 
money, so long as production goes on at all. , ‘ 

We see, thus, that the demand for money has no definite 
relation to the total wealth, or tbj annual prodisct of a com¬ 
munity, or even to the volume of products to be exchanged. 
The demand for money varies, with the amount of money- 
work to be done, which, in turn, varies with the industrial 
organization of communities, with seasons, and with circum¬ 
stances innumerable. Not the less, however, as we said, is the 
demand for money a real thing. Goods are offered forj 
money; and, yith a given supply, the more goods are so? 
offered, the higher will be the value of money—that is, prices | 
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i^iU foil. *The fewer goods are offered, the lower will be the 
vahw of money—that is, prices will rise. • 

173. Valile and Price.— It will have been noticed that, in 
the foregoing paragraph, I have used the word price as 'signi- 

' fying the money-vplue of §oods. As we stated in a previous 
chaj)ter, v.alue is the generic terra which expresses power-in- 
•exchange. ^ Price is jrawer-in-exclipiige-for-soine-one-artiele. 
Where inonfy is used, price commonly express’s power-in 
exehango-for-money. .Where nothing to the contrary is inti¬ 
mated, the price of an article is understood #0 be the value of 
that articfe in terms of money—the amount of money it will 
command in exchange. 

174. What is the Supply of Money ?—If such is the demand 
for money, what is the supply ? It is the money-fo^e avail¬ 
able to do the money-work recpiired to be doiu-, in the given 
community, at ^he given time. The money-force, or the sup¬ 
ply of money, is not measured by what is usually called the 
amount of monej-, that is, the number of gold dollars or bits 
of j)aper used as money, but is composeTl of two factors—the 
amount of money and the r.apidity of circulation. “The 
nimble sixpence does the work »f tile slow shilling.” There 
may be as much money €orce in 1000 dollars, c.ach of which 
passes from hand to hand four times a week, as in 4000 dollars 
which change owners but once from jllonday morning to 
Saturday night. The rapi’dity of circulation viiries widely 
among different communities, according to the density, of set- 
tlenioni, the prevailing occupations of the peojile, the facilities 
lor the transpewtation of freight and passengers. And the 
rapidity of circulation not only varies according to such gen¬ 
eral condition^’, but it varies from day to day, ■with the state 
of trade and the temper of the public mind. 

175. The Money Supply a Eeality.—But while the money- 

supply varies thus incessantly, it is none the less a real thing; 
so* real that; at any given time a decrease of the supply of 
money will enhance its value—tha%is, will lower* prices; and 
an increase (9{ that supply will reduce its value—that is, will 
raise prices. . * 

We have spoken of reducing the value of money as equiva- 
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lent to raising prices ; and of enhancing the value of money 
as equivalent to lowering i)riccs. This is manifest enough to 
anyone who thinks of tlie matter; but the studeift of political 
< coDoniy needs to become so familiar with this equivalency 
that he wilt not have to think consciously ^bout it; but the 
one nmde of expression n ill always and instantly suggest its 
equivalent. To enhance »the value of money is, o/ course, to* 
give a largeV ]iurchasing ])ower to each integral parf of the. 
circulating money—that is, to each piece or coin, and to any 
given number of* j)ieces or coins. ]>ut if money jmrehases 
more of other things, other things, conversely, pui^diase less 
of money—that is, bear lower jn-ices. 

On the other hand, to say that the value of money is low¬ 
ered, is tb say that money ])urchases less of other things ; but 
if money purchases less of other thing.s, other things, con¬ 
versely, purchase mon* of money—that is, be^r liigluT jiriccs. 

176. International Distribution of Money.—^Ve have 
Seen that it is im])ossible to sa}’ what, at any time, in any 
community, is the (femand for money, or the supply of 
money. We have now to see that, with money having a 
iiatiir.al cost of production, no one has any need to know, 
either how much money there' is, ol how much is lu'eded, 
inasmuch as the' demand for money will, uiuler such a system, 
easily .am^ surely, because aiitomalic.ally, bring in the due 
sup]tly required to ert.able all the exch.anges of the community 
to be .transacted with the minimum of etfort and delay, 
and with the highest assurance of the exchange of real 
ecpiivalents. * 

The territorial distribution of money is effected through 
the agency of Price. 

Let us su])j>ose that, of two trading countries having the 
same kind of money, the .amount in each, i. e., the number of 
pieces or coins, is such th.at, the r.ate of circulation being what 
it is, i}nd the demand for money what it is, the scab' of j)rices 
in the two countries jirecft ely corresponds, cost of transjior- 
tation of goods being, for the ])ui'])oses of the illustration, left 
out of account. Now' let us su}ii)ose that, all other elements 
of the case remaining unch.anged, the amount of money in 
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one of these <yuntries, A, is sinhleiily ami largely increased, 
say, hy the discovery of treasure or by Wie ojtening of new 
mines. Tli5 supply of money having thus bec'ii increased, the 
value of monc}', as tve have seen, must decline, lliat is, jirices 
must rise.' A given amount of money will purchase less of 
oth(‘r things than before, W'hieh is e(iuiv;ileut to saying that 
other thinj^ will ])urch3,se mon' of *ioney. 

Now, if goods will pur(diase more money in tfiat country, 
the owners of goods imthe otlier trading country, I>, will at 
once feel themselves imjielled by seH'-intelest to send their 
Stock thidier, to secure the beneiit of the higher juices. Hav¬ 
ing exchanged goods for money in A, they will bring the. 
money back to tlu'ir own country, l>. M’hy not invest the. 
money in the country where they sold the goods 'i ‘llecanse, 
by the conditions assumed, though A is, as they have found, 
an e.vcellent nnvket to sell in, since jirices are high, iti.s, from 
that very f.act, a bad market to buy in. 

177. And while all owners of goods in 15 are liurrving to 
get 4heir goods to A, in-order to take advantage of tl^c- higher 
prices ju'evailing there, every holder of money in A is e(]ually 
imiielled to get his money as so»n as jiossible to 11, in order to 
take advantage of the Irtwer jiriees there. Where all parth's 
.are so fully .agreed, the thing is likely to be ilone cjuickly. 
Money flows from A to 1> until the e(|uilibrium whlel' was dis¬ 
turbed has been restored, that i.s, until ‘the general sc.ale of 
prices is the sam-e in both countries. jVfter this, the two 

^countries will continue to trade as before ; but each will keep 
its own money.’ A will pay for the cotton, rice and sugar of 
11 with its o-.vn whe.-it, Inmbei^ coal and ice. 

178. Tho Money Movement Automatic_It will be ob¬ 

served that the moxement of money which has been described 
Wits not due to any one discovering that A had more money 
than it needed, or than its j)ro])ortional share. No statistician 
or banker announced this result after comjmting the dgmand 
for money and the suj)ply of m.^ney in that country. The 
exchanges which restored the e<]uilibrium of jn-ices wwre 
due wdtolly to the action of indiviiluals, move(f by a view of 
their ow-n interest.' Not one of them cared, perhaps ’not one 
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of them knew, whether money was in excess yi A, or not, but 
each, finding that sending goods from^ B to A, or money 
from A to B, he could secure a profit, contril^tated to the 
result. 

Wc have seen, in speaking of retail exchanges (par. 149), that 
a great amount of resistance is experienced in the operation 
of what are called “ the Jaws of trade,” and w'e* shall have 
occasion to^^ote, when we come to speak of wages,'that the 
laborer’s inertia, ignorance and poverty defer greatly, and 
even sometimes defeat altogether, the movements from jilace 
to place, or from occaijiation to occupation, which is required 
to secure his interests. 

While tin-actual fn‘v<]om and fullness of movement can, in 
no dejiaArneiit of ectonomic activity, reach the theoretical 
niaximuni, the result is more nearly obtained in the dt'part- 
ment under consideration than in any otheii The persons 
who ship goods or money, in consetpienee of excess or defi¬ 
ciency in the money snj)))ly, being merchants of large experi¬ 
ence an^ ample means, ke})t fully advised of the state ofi the 
markets by weekly letters and price-currents, and in later 
years, by information received daily, and now, even by hourly 
reports, through land telegraphs and 4)eean cables, the actual 
hen' closc'ly a]>proximates tin* theoretical readini'ss and eom- 
{)leteness of movement. At the same time, it is easy to exag¬ 
gerate even that readiness and eomjileteness. 

179. Picking or Selecting the Coin.—We have seen that 
any local excess of monej% as betwecTi one country and^ 
another, immediately sets in motion forces Vhieh tend to 
restore the equilibrium. The hu-al exc<!ss of money also pro¬ 
motes the use of the precious metals in the industiial and 
decorative arts. This apidication of the metals, .always con¬ 
siderable, may be readily increased through a reduction in 
their value. As leas and less of other things, wheat, iron or 
cotton, or of labor which produces all these things, will pur¬ 
chase a given amount of goW and silver, more gold and silver 
go to the melting pot. 

In the case'of exportation, or the melting of coined money, 
due to Ideal excess, what determines the selection of the coins 
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to be exported melted ? Is it purely a matter of chance, or 
is it controlled by the comparative proximity of coins to the 
place of exportation or the seat of the manufacture of jewelry, 
pv of dental goods, or of photographers’supplies; or*does 
some distinct economic force enter to decide that certain coins 
shall go and others stay ? Let us inquire. . 

180. Irregularities ih the Coin.»-In the process of coin¬ 
ing, it fs inevitable, notwithstanding the trulj* admirable 
science and skill ajijiliud to this art, that differences should 
exist between coins. The mints of some aountries do tlicir 
work mucfi more c.vactly than others ; * but the best mints can 
not turn out piodcs absolutely uniform in fineness and weight. 
A certain range of variation must be allowed, and this is gen¬ 
erally formulated by law, and is known .as the “tole.^nce” of 
the mint. 

Even were all coins issued of exact uniformity, the wide 
difference in usage would soon make an appreciable difference 
in their weight. Some go early into hordes or deposits ; others 
are worn down by almost continuous circulation ; others still 
are dealt with illegitimately by e,lipj)ing, punching, and “ sweat- 
ting,” till a considerable portion df their substance disaji- 
jwars.f 


* Three gold coins, the Itussian Imperials, tli^‘ French Napoleons, ami 
the American Eagles, are bought by the Bank of England wilhout re¬ 
melting. The United States Mint turns out the finest gold coin of Iht! 
#world ; the liu.s.sian Mint the next best. I'lie mint of France was, fifty 
years ago, chargeti with grave errors, all on om; side, viz., in favor of 
the minters ; but that mint is now of high authority. The mint of Great 
Britain has untif recently been badly manag(Hl and has done poor work, 
in comparison with the others named, not out of any dishomtst intention, 
or lack of mechanical skill, but from adherence to old fashions and anti¬ 
quated machinery. 3Ir. Ernest Seyd and Prof. .lovons concurred some 
years ago in a very unfavorabjp criticism of the establishment on Tower 
Hill. More recently there has been improvement. 

■f Prof. Jcvqns estimated the proixirtlon of “ light” sovereigns in En¬ 
gland, that is, of sovereigns reduced Ixilow the legal standard for circula 
tion, to be 30 per cent., the proportion in some agricultural districts ris 
ing to 44 per cent. 
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If, now, with a body of coin of unequal valqo, a demand fol 
the money-nietal arfsen, for export or for,use in the arts, the 
process of pickiiij' or selecting coin will at once begin. All 
mercliants and bankers dealing largely in coin will lay by 
those of full or nearly full weight, and throw the lighter speci¬ 
mens back into circuilation. 

This process of piekiiig-or selecting coin, begins early in the 
history of sfl'cli a demand as has V)eeii indicated, and juoceeds 
steadily as long as that demand lasts.' The oper.atiori costs 
])raetic.'illy nothiitg, and the profit, where great numbers of 
coins .are daily handled, is large and certain. Clerks and 
cashiers become so exjKUt that they cjui tell light c.oins by the 
touch, while, if doubt exists, a pair of adjusted scales will in 
.an instant* decide lh(‘ question. 

181. Gresham’s Law.—The observation of this process of 
j)ieking or selecting <a»in has led to the statement of the econ¬ 
omic theorem, known as Gresham’s Law,* viz., th.at “b.ad 
moni'y always drives out good money.’' 

Thus b.aldlv stated, as in most treati.scs it is, the theorefn is 
false. That effect will not be })roduc.ed utdess the body of 
monej' thus conqiosed of heax y and of light coins, is itself in 
excess of the needs of the eommunitjf', as determined by the 
Law of the teriatfwial distribution of monej', which has been 
stated. In a country in which money is, according to this 
standard, deficient, alight coin may have, by reason of that 
deficiency, a nigher purchasing jtower than a hetivy coin in a 
country in which money is in exccss.f 

182. The Value Denominator, usually called the Measure 


* From Sir Thomas Gresham, founder of the Royal Exchange of 
London. Died l.'ilh. 

f Mr. Ricardo clearly cxpros.sed this necessary qualification of Gres¬ 
ham's Theorem, hut, in doing so, has Ix'cn followed by few writers. It 
is, he says, “a mistaken theory to suppose that guineas of 5 dwt. 8 
grains, can not oirculate with guineas of 5 dwt., or le.ss. As they might 
be in such limited (piantilies that botli the one and the other might 
actually pass in currency for a value equal to dwt. 10 grains, there 
would bo no temptation to withdraw either from circulation; there 
would be a real profit in retaining them.” 
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of Valuo.—far we have spoken of but one function of 
money, tliat of the,Medium of Exchange and wo have writ¬ 
ten as if there were but one. This has been for the purpose 
.of fixing the reader’s attention strongly on the work of 
money, as the medium of exchange. 

^ In addition to this function of money, however, nearly all 
econoinistsere agreed ifi rccogniziiifi^ another independent and 
feo-ordinato function of money, viz., as a “ IMeasurR of Value.” 
“A second difficulty,” •says Professor Jevons, “arises in bar¬ 
ter. At what rate is any exchange to be made ? If a ceviain 
qu.antity of beef be given for a (lertain (juautity of (!orn, and, 
in a like manner corn be exchanged foi cheesi', and cheese for 
eggs, and eggs for flax, and so on, still the (juestion will arise 
—how niuch beef for how much flax, or how much Oi any one 
commodity for a given quiintity of .another? In a state of 
barter, the prire eurrait list xvouhl b(‘ a most complicated doc¬ 
ument, for e.ach commodity would have to be quoted in terms 
of every other commodity, or else complicated r ile-of-thi'ee 

sunA would be necessary. Between too articles there must 

• » 

exist no less th.an 49.50 possible ratios of exchange. All such 
trouble is avoided if any one* .'.ommodity be chosen, and its 
ratio of exchange with tadi commodity be quoted. Knowing 
how much corn is to be bought for a jiound of silver, and, 
also, how much flax for the same (juantity of silver, we learn 
without further trouble how much corn cxclnanges for so much 
flax. The chosen commodity becomes a common denominator 
or common meamre of value, in terms of which we estini.ate 
the value of all other goods, so that their values become 
capable of the most easy coiqparison.” 

183.—An Incidental and Subordinate Function.—Admit¬ 
ting the importance of having a val ie-denominator, in which 
the prices of all articles shall be exjux'ssed, we can not admit 
that this constitutes a separate and independent function of 
money, since it is evident that gold or silver, or any other 
article, can only serve as a value-xlenominator by and through 

being used as the medium of exchange.* It is only because 

— .... ■... - — ■ 

* Hence we see the error of Prof. Bowen’s statement: “ We can da 
Without money as a medium of exchange, and can even barter commod- 
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silver, for instance, is, in fact successively exclianged against 
all the articles in the ftiarket that the respective values of Aese 
articles, in terms of silver, become known, and that it, hence, 
becomes possible to make up the ])rice-current with 100 speci¬ 
fications, e. g., and not with 4950. Instead of this being an 
independent and co-ordinate function of money, therefore, it 
is merely an advantage rasulting from the use of*‘money as 
the medium '’of exeiiange. It is, at most, an incidental and 
subordinate function. The better statement, still, would be 
that money serves ^is 
I. The Medium of Exchange: 

(a) Disjiensing with the aouble coincidence required in 
barter. 

(b) Furnishing a valu(>-denominator. 

184.—II. The Standard of Deferred Payments, usually 
Called the Standard of Value.—We have seen that it is of 
the essence of a sale for money, that the producer, or whoever 
at the time stands in the ]>lace of the producer, parts with his 
product, receiving therefor something which he does not 
expect personally to consume. Ilis reason for receiving this 
article in exchange for his jiroduct is that w'ith it he expects 
to obtain, in time and place and amount most suitable to his 
convenience, that wdiieh he shall desire to consume. In other 
words, he, by the act of exchange, defers his own consump- 
tidn of the equivalent of his product, taking a piece or pieces 
%f money, as a sort of certific.ate or pledge that he shall receive 
such an equivalent whenever he gets ready to enjoy it. It 
was in this view of money that Adam Smith said: “ A guinea 
m.ay be considered as a bill for a certain quantity of necessa¬ 
ries or conveniences upon all the tradesmen of the neighbor¬ 
hood.”* 

itics for other commodities witliout tiie use of any medium. But we 
ran not do without money as a common standard or measure of value.” 
Were we to do without money iij^the former capacity, we should per¬ 
force have to do without it in the latter, inasmuch as it is only by being 
actually used a.s a medium of exchange, that the power of money to pur¬ 
chase each commodity by turns became known. 

* Prof. Senior calls money “ Abstract Wealth.” 
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It will appeal that, {looking toward the satisfaction of the 
produser’s wants, a^alo for money is only* half a transaction. 
He sells his product for money, and must, in turn, sell, no to 
speak, his money for the jyoduct of others, such as he m;iy 
desire personally to*oonsnmo.. To do this, however, though a 
t^wo-fold transaction, retjriircs far loss of time and labor, and 
involves far^^s liability to ultimate flisappointmc^it, than the 
attempt to secure the “double coincidence of wants and of 
possessions,” spoken of fn par. ICl. 

f 186. Mojiey a Pledge of Future Enjoyment.—But while, 
in the very act of a sale for money, the, jn’oducer defers his 
acquisition of the products of others, the question, when that 
acquisition shall be realized, remains for himself alone l<\answer. 
He has the money, and whenever he chooses to step into a 
shop and lay it down upon the counter, he may take his equiv¬ 
alent then and there, whether in meat or flour or groceries or 
clothes or tools for his trade. 

186. Sales on Credit.—We are now t'l contemplate trans- 
actioilfe of a different character, which give rise to 'a new 
function of money, viz., exchanges where the equivalent is 
not, at the time, received by the ‘seller of goods ; but where 
future payment is promiseil. These transactions are known 
as Sales on Credit, because the willingness of the producer to 
part with his goods, without at the time receiving an equiv- > 
alent, depends upon the credit of the purchaser, or the degree 
of confidence attaching to his word or his bond. In such... c.ase, 
tlje purchaser’s character for honesty, his responsibility, as 
measured by the amount of his possessions, and the efficiency 
of the law in enforcing payments,'.all must be taken into 
account. 

187. The vast extension of credit-sales under the modem 
organization of trade, makes a new and very important require¬ 
ment upon that article which is to be used as money, viz., that, 
in addition to being conveniently portable, not liable to deterio¬ 
ration or accidental injury, easily subdivided, etc., it shall be 
reasonably stable in value. Where a man takes'money in his 
hand as the equivalent of the product sold, which we call a sale 
^r cash, he has no anxiety on this account. He may exchange 
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his money for goods the same day. If not, tt is because he 
does not choose to do so. The matter rests with Jiim. Butdf a 
man. is to forbear payment for a considerable time, it becomes 
of great importance that he should know what that which he 
is to receive at a distant date will be worth to him when he 
gets it.' On the day of the sale, the money which is stipulate,d 
is worth ^,he goods ; ?ithorwise, the sale wQuid not have 
taken place. On the day of payment, the money may be con¬ 
ceivably worth twice the goods, or only half the goods. The 
risk of some undeserved loss, the chances of sonie unearned 
gain, are inherent in the nature of sales on credit. Whether 
that risk of loss or chance of gain shall be great or small, will 
depend;on the degree of stability whicli attaches to the value 
of the article used in th;it community, during tli.at jteriod, as 
money. 

It is evident that .articles which might! be equally well 
fitted for use as money in sales for cash, that is, which might 
be otherwise equally well fitted to servo as the medium of 
excha/ige, may be very differently qualified to serve as what 
we call the Standiird of Deferred Payments. 

188. The Qrains and the MetaJ.8.—Thus, .if we compare 
the grahis and the metiils, wo note that the former are quickly 
consumed, the greater part in the first year, all within the sec- 
‘ ond j^'ar; while the latter last, even in active use, many 
ye.ars. The average “ life ” of iron may perhaps be stated at 
fifteen to twenty years ; the life of copper is much longer, 
and that of gold and silver covers several human generations. 

From these facts it results that, if the production of any 
grain, e. g., corn or wheat, fails off considerably, in any year, 
through excess or deficiency of moistnjfc or heat, the value of 
that grain will rise rapidly, it may be to an inordinate height. 
The juoduction of gold or silver, and, in a lower degree, of 
coj)per or iron, might be sensibly diminished for years with¬ 
out'greatly affecting tlif- quantity and, by consequence, the 
value of the existing stock. *. 

Now, if twheat were to be used as money, it would not 
infrequently happen that, in the irregular alternation of good 
and bad harvests, a producer selling his goods on one or two 
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years’ credit, wojild, when the payment came to be made, 
receive »ne-half as mr^pli more, ot even twice as much in value, 
as he would have received had the payment been made at the 
time of the sale; or he might receive only two-thirds or 
even only one-half what his goods were then worth. Nor 
could the injuries which the producer might suffer by receiv¬ 
ing less than »l^e value of Ihe goods ht*partcd with, J)e trusted 
• to be compensated by the unearned gains he might make at 
other times. So irregular and unaccountable is the occurrence 
of bad seasons, that one man might have ncafly .all bad luck 
and another nearly all good luck. The former might be ruined, 
bankrupted, and driven out of his shop or farm, before the tide 
turned in his favor. As many as seven successive bad seasons 
have been known in England. On the other h.and, tite metals 
are not subject to frequent value variations of great extent, 
though liable to incessant oscillations of moderate range. 
Gold and silver, especially, on acc,ount of their high di'gree of 
durability, are almost exemj)t from the influence of the pro- 
ductiorf of a single ye.ar. • 

189, Fluctuations in the Value of the Precious Metals.— 
But while the precious metals .arc thus .almost a peiiect “ stan¬ 
dard of deferred payments?” from one year to another, they 
are yet subject to gre.at periodic v.ariations from gener.qtion to 
generation .and from century to century. The production of 
the precious metiils is of the most spasmodic character. At 
1 iraes, a flood of gold, or of silver, or of both, has poured from 
ue^ly-opened mines, as after the discovery of the mines of 
Potosi in 154.5, am'l of the mines of California almost coinci- 
dently with those of Australia, jn 1849-51; at times, on the 
.other hand, mining industry has almost wholly ceased, either 
from the exhaustion of known deposits, or as the result of 
war or civil disturbance. Such a cessation of mining industry 
followed the invasion of the Jlom.an Empire by the Teutonic 
tribes. The series of revolutions and insurrections in the 
Spanish American States, beginning *in 1809, destroyed the 
mining machinery, scattered the mining populations, and 
closed the mines of regions which had previously been among 
the most prolific sources of the world’s supply of metallic 
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money. In agriculture, however, while incessant fluctuations 
in the supply of* the grainj^, even th 98 e most largely and 
widely planted, result from the mutability of the climate, the 
changes from generation to generation, and from century ^lo 
century, are not so far reaching. ■ 

Tlie vast breadtli of arable land of reasonably uniform qual¬ 
ity ; the ^simplicity of* the processes of agrieisltnre, and the 
wide diffusion of the art of tillage ; the comparative immunity 
of the soil amid ravages which greatly impair, perhaps perma¬ 
nently cripple,*manufacturing, and in an even greater degree, 
mining industry ; the limited .applie.ability of the principle of 
the division of labor to agriculture and the relative inefficiency 
of machinery in its operations : those causes combine to ren¬ 
der bread-corn, in truth, wliat Fi'ancis Horner pronounced it 
to be, “ the real and paramount standard of all values.” 

180. Corn Bents.—The superior stability of v.alue of the 
cereals, through long periods of time, has led to the sugges¬ 
tion that, in the ca^e of contracts extending over considerable 
terms of years, grain should be adopted as the standard for 
determining the obligations of the debtor, the rights of the 
creditor. To a limited extent this has been done ; but the 
tendency to express the consideration of all sales in terms of 
that wl)ich is the current money of daily use in the commu¬ 
nity is so strong that few persons, oven of those who are act¬ 
ing as trustees, take the trouble thus to guard the interests 
they represent. The manifest convenience of Iniving that for 
the standard of deferred payments which is also the medij]m 
of current exchanges, the indolence and want of initiative in 
the mass of mankind, perh.aj:tf, also, a superstitious regard for 
the precious metals, combine to withstand the reasons which, 
urge the expression of rents, interest and annuities in terms 
of some leading grain, in the case of long leases, permanent 
loans and fixed chai'ges upon land. 

191. Ifxiltiple or Tabular Standard.—It has even been 
proposed to go further, !b the effort to avoid those undeserved 
losses whjjCh result to debtors or to creditors, from changes 
which take place in the v.alue of even the precious metals 
through long periods of time. The scheme for a multiple 
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standard or tabufer standard, to fonn which, a groat number 
of articles shoijld be joined together, in brcftjr that their indi¬ 
vidual value^variations may offset each other, was, oarlx in 
the century, suggested by wyiters in England and Germany, 
and has more recently been advocated by Prof. Jevons of the 
foj'incr, and by Prof. Roscherjof the latter country. This 
proposed schtfeje will be briefly discns^d in Part VI. 


CHAPTER IV. 

MONET AND ITS VALUE—CONTINUED—DEBASED COIN : SEIG¬ 
NIORAGE. 

192. Debased* Coin.—We now approach a question which 
should be decided entirely upon the principles regulating the 
value of money already laid down, yet wlpch is the subject of 
so rautfli misconception, which has been so covered-ovef with 
false reasoning and which is so sure to arouse prejudice and pas¬ 
sion, that it is needful for the tcaclA'r to accompany the student 
over the ground, and, if fossibh*, save him from the pitfalls 
and quagmires into which traiiu'd logicians and pfacticed 
writers have fallen. Prof. .Tevons has remarked that a kind, 
of intellectual vertigo attacks all who treat this fatal theme of 
money; and we have now reached the point where mo t peo- 

lose their heads. The beginner ought not' Jo be left to 
find his way here alone, even if he has already been provided 
with the chart apd compass to guide his steps. 

193, Seigniorage.—The most safe and convenient entrance 
to this land of gins, and snares, and griefs, is through seignior¬ 
age. That term has long been applied to the amount of metal 
abstracted by government, ,or the lord, the seignior, before 
coinage. Seigniorage may be of two kinds, or father, two 
degrees. 

1. When the cost, either actual or approximate,^of coinage 
is taken out, and thus the state or the lord is reimbursed foj 
^le expense. 
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2, Wl.en morg metal than is nocessarj to ®epay the expense 
of coinage is abstfacted ; and^thus the s{ate or the lonj makes 
a profit by the coinage.' 

194. Cost of Coinage.— Let us consider the first. Shall the 
value of the coin be computed ac(!ording to the market value 
of the contained metal, viewed as so much bullion, or shgll 
the cost of the mintago be added to the valm^ t/f the metal ? ‘ 
Por instaAce, if the expense of making the coin called a dol¬ 
lar be one cent, shall the coin contain a hundred cents’ 
worth of gold *r silver, or shall it contain ouly^ninety-nine 
cents’ worth, and the cost of the coinage be added to make up 
the dollar ? 

On this point the oj)inion8 of economists and the practice 
of goiT'ernments differ. Although the question involved is 
not wholly economic in its nature, but is in part matter of 
political and fiscal expedienej', we will lierci briefly state the 
arguments on the one side ami the other. 

On the one hand, it is said that gold and silver, being 
wantegl in the form of coins, are, for that reason, worth more 
in coin than in bullion. Serving an additional use as coined 
money, they are the subjects of a demand over and above 
wlijit exists for uncoined bullion, a larger demand justifying 
a higher price. 

^ It is urged that there is no more reason why gold in coin 
should not be valued higher than gold in bars, than there is 
why gold in bars should not be valued higher than gold 
imbedded in quartz. Note the treatment of the other metal#, 
it is said : Iron is sold in the form of plates, rivets, rods, and 
chains, at more than the prige of iron in the pig. In the 
same way,| if gold in coin costs more, and is more useful than 
in ingots, those who want it in the form of coin, and not the 
whole community, should pay for the coinage. 

Moreover, it is urged, if such a pharge bo not made, a vast 
amount of metal will alternately be coined and melted down, 
recoined, and again meltdtt. A seigniorage cluyge will put a 
premium u^ob the exportation or melting of coin so that bul¬ 
lion will be taken instead. 

196. Gratuitous Coinage. —It was in this view that Dud; 
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ley North called gratuitous coinage * “ a per|ietual motion 
found put, whereby to melt and coin, witliobt ceasing, and so 
feed goldsmiths and*coiners at‘the public charge.” 

In the f^e of these considerations, however, some oi* the 
"greatest commercial nations, England foremost among them, 
have maintained gratuitous coinage. Nor is this 'course 
wholly witliput economi* justificaliojj. 

It is SJtid ttfat, while the expense of equipping, ofiicering, and 
operating a mint is large, the difference in expense caused by 
minting more or fewer coins, is very sin-iy. For this, it is 
argued, th"^ country establishing gratuitous coinage is com¬ 
pensated by the instantancousness with w'hich the export of 
gold follows the slightest accumulation in excess of the W'ants 
of trade. 

196. Seigniorage in Excess of Cost of Coinage —So much 
for seigniorage jvhich only covers the cost of coinage.f We 


* The distinction between gratuitous coinage and free cr "nage, is not 
sufficiently observed. Where no seigniorage‘charge is made, but tlie 
coin contains the full amount of bullion which corresponds t(f its mint 
value, i. e., when the dollar contains one h^mdred cents’ worth of metal, 
that is gratuitous coinage. Free coina’J'e exists, where any owner of bul¬ 
lion has the right to have it Joined on the same terms as the government, 
or as any other citizen, whether witii or without a seigniorage charge. 
Thus free coinage exists in England in regard to gold. Any Subject can 
bring gold, in any amount, to tlie mint and have it made into gold coin’; 
but free coinage does not exist with respect to silver, that metal being 
coined only in such amounts as the Government, through d j Bank, 
adeems necessary for supplying the people of the Kingdom with 
change.” 

In the United States free coinage exists also in regard to gold; but the 
coinage of silver Is restricted. By ?he law of 1878, the Secretary of the 
Treasury must coin two miliions of silver dollars a month, and mayemn 
four millions, but no more. The coinage of half and quarter dollars, and 
of smaller pieces of silver, is governed by the same principle as in En¬ 
gland. During the continuance,of tlie bi-metallic system (Part VI) in the 
states of the “ Latin Union” (France, Italy, Belgium, and Switzerland), 
free coinage existed in regard to both m*tals. The coinil^e of silver is 
now restricted*in those countries. 

t M. Chevalier has proposed to apply the term Braasd^e to the charge 
for the actual cost of coinage. 
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have now to speak of mint charges which e:joeed that cost, 
and become a sourdfe of revenue to the state. In t}ie oW days 
of high prerogative, kings frequently made their kole right of 
coinage a means of profit. In England, during tie reign of 
Edward IV., the seigniorage on gold was @,bove 13 per cent.; 
during*the reign of Henry VIL, it once rose to 16 per cent. 
These, however, were expej)tional instances in England. In 
France, in Italy, and in most of the countries of coVitincntal 
Europe, before the great revival of modem commerce, debase¬ 
ment of the coin *wa8 a favorite resort of weak or profligate 
monarchs. Both in quantity and quality, in weight and in 
fineness, the circulating money was pinched and robbed, until 
the actual amount of pure metal bore’ sometimes a ludicrously 
small ra^io f» the original fine contents of the coin. The En¬ 
glish “ pound ” was once a pound-weight of silver. The pound 
of standard silver is now coined into 60, inptead of 20 shil¬ 
lings. The “ pound scots,” of which we read, had but ^ of 
its original weight. The florin and the Spanish marjivedi 
were once pieces of* gold. The former is now a piese of 
silver; the latter a piece of copper. 

) 187. What is the EfSsct pf Seigniorage on the Furchas- 
' ing Fewer of Coin ?—On this subje(rt I follow Mr. Ricardo 
without deviation, believing that he was the economist who 
most fullj and justly apprehended the rcl.ations of money to 
jirice; and that departure from the principles laid down by 
that great thinker leads to confusion, misconception and need¬ 
less controversy. 

Let us suppose that a certain country requires for the pur¬ 
poses of domestic trade 1,000,000 pieces, each containing 100 
grains of fine gold. This woufd involve the dse of 100,000,- 
000 grains of gold as money; and a certain average level of 
prices would result from the relation between this amount (it§ 
rate of circulation being assumed constant, for the purposes 
of the following illustration), and the demand for moiley 
arising from' the exchange® actually requiring to be effected 
by the use of money. * 

Now, supptjse the principle of seigniorage to be introduced, 
the sovereign, out of every hundred grains brought to the 
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mint, taking one to repay the actual cost gf coinage, putting 
into circul^tmn 1,0P0,000 piegos of 99 gAins each, and plac¬ 
ing l,000,0fl0 grains in his storehouse as treasure, or causing 
..it to be manufactured into plate or ornament. There are now 
only 99,000,000 grains of gold in circulation, but the same 
number of pieces, each of the same “ mint-value, ” i. e., 100 
grains. 

Will e*ach piece now purchase as much of oth?r commodi¬ 
ties as before, or less ? • 

I answe^, as much. There is the same demand for pieces 
for the purjioses of exchange ; there is the same supply; the 
same prices must result.. 

But suppose the sovereign proceeds further, and takes, not 
one grain, but ten, from every hundred, issuing 5,000,000 
pieces of only 90 grains each. Will the purchasing power of 
each piece be afEccted ? Not in the least. There is the same 
demand for pieces, the same supply. People still want pieces 
of money ; can only get them by giving commodities for 
then?; have as many commodities and no fewer to gh-e ; and 
there are just as many pieces and no more to be obtained in 
this way. 

198. Excessive IssudS.—But’ let us take a step in a differ¬ 
ent direction. Let us suppose that the sovereign, instead of 
placing in his treasury the 10,000,000 grains which he took 
under his right of seigniorage, coins this gold also into pieces 
of 90 grains each, and pays them out for personal or public 

^expenses. What will be the result? Depreciation will at 
once begin. The 90,000,000 grains, when coined into the same 
number of pieces of the sam(\ official (mint) denomination as 
the 100,000,000 had been, retained the same purchasing 
power; but when the 100,000,000 are coined into a larger 
number of pieces, the purchasing power of each piece at once 
falls. , 

199. Bieardo’s Statement.—" While the state alone poins,” 

says Mr. Ricardo, “ there can be 5io limit to this charge of 
seigniorage ; for, by limiting the quantity o£ coin, it can be 
raised to any conceivable value.” * 

“On the same principle,” he remarks, “ viz., by a limitation 
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of quantity, a debased coin would circulate qt the value it 
should bear if it weife of legal weight and fineness, and not at 
the value of the quantity of metal it actually contained.” 

“ In the history of the British coinage,” he contilmes, “ we 
find, accordingly, that the currency was never depreciated in 
the same proportion that it was debased, the reason for which 
was that it was never incyeased in quantity, in prsiportion to 
its dimiuishe'd intrinsic value.” '• 

Mr. Kicardo did not fiinch from the .assumption of a seig¬ 
niorage of 50 per went. “There can,” he asserted, “exist no ' 
depreciation of money, but from excess. However (iebased a 
coinage may become, it will pieserve its mint value ; that is 
to say, it will pass in circulation for the intrinsic value of the 
bullion which it ought to contain, provided it be not in too 
great abundance.” 

This doctrine, which has proved “ a hard saying ” to many 
economists, a stumbling-block and a rock of offense to many 
readers, is, it will be observed, merely the rigorous, courageous 
application of the principle that the value of money is determ¬ 
ined solely by the relation between demand and supply. I 
believe it to be the true doctrine of monetary circulation. 

It is not to be thought that Mr. Risardo advocated a seig¬ 
niorage in excess of the cost of coinage. “ The limits beyond 
which a seigniorage can not be advantageously extended,” he 
says, “are the actual expenses incurred in manufacturing the 
coin.” T'he objections to a debased coinage are two : First, 
ituasmuch as the mint value of such coins is above the value ^ 
of the bullion they contain, the excess of such coins in circu¬ 
lation may proceed to a high degree, producing mischievous 
effects upon trade and industry, before exportkion begins, 
since, for use in foreign lands, the coins have value only accord¬ 
ing to the amount of pure metal in them. Secondly, the prac- . 
tice of reducing the amount of bullion in the coins is deemed 
to be a dangerous one, because there is no point at which we 
can be sure it'will stop. E^ry fiscal exigency of the govern¬ 
ment will suggest fresh attacks upon the integrity of the 
coin. 

These objections, the first of which alone is based upon eco- 
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nonlic principfes, are precisely those which we shall see (pars. 
441-445)Qffered tojthc issue of iuconvertfclc paper money. 

200. 1»0 Omitted Proviso to Bicardo’s Statennent.— 
There is Ine proviso which should bo attached to any state¬ 
ment of Mr. Ricardo’s theorem regarding the value of debased 
coin. That Mr. Ricardo failed himself thus to qualify his 
jiropositio?! “that, ho’rfcver debased a coinage may become, it 
will preserve its mint value,” has caused much mitSipprehension 
of his views. The required proviso has already been intima¬ 
ted (par. 172), when we were speaking of^jauses which may 
diminish the demand for money. 

If debasement of the coin be Cixrried so far and (tarried on 
so long that a popular reluctance to receive tJie money pieces 
be generated, sufficient to cause men to modify or Jlmit their 
production in order to avoid exchanges, or to cause them to 
encounter the jnconveniemtes of barter rather than handle the 
distrusted coin, tlien depreciation may result. Th.at is. the 
su])ply of money will become excessive* througii the blow 
inflicted upon the demand for money. But this can happen 
on no other condition ; and a jiojndar rehicUnce to receive 
coins is not a necessary conseqvK'iice of debasement. Why do 
men take money at all ?» We said, in first describing the money 
function, th.at it is not because they have, at the time, any 
personal use for the gold or silver or iron or leather, or paper, 
or wood, of which it imiy l)e composed ; but it is taken as a 
means of obtaining, in due time and placse, that which they do 
desire to consume. Men take money because they believe 
others will, in turn, take it from them. If a man be only 
assured of this, he has no reason to care, in fact ho does not 
care, what the money is made of, what the coin contains. 

201. DepreciationnotaBecessary Basalt of Debasement. 
—r'ljet us suppose the coin of a countrj% without being increased 
in amount, to be debasi'd thr(‘e..per cent.,; and the fact to 
b’ecome known. Tlie habit of accepting the coin is ptrong ; 
the acquired momentum of the’circulating m’ass is great; 

; men must ^1) either take the coins in exchange for their prod¬ 
ucts, or ( 2 ) they must cease to produce; or ’(3) they must 
change their industry and produce that which does not need 
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to be exchanged, that which they will themselves con¬ 
sume ; or (4) they mist resort to,barter./ l^ow, any <»ne of the 
latter courses involves an initial loss, greater, doubtless, much 
greater, than any possible loss in receiving coin debased three 
per cent. For this reason men continue to receive the coin, 
or, more properly, they continue to receive it without reason¬ 
ing at all about the mattery having been accustoi^e'fl to take 
it freely. If'‘any man, more thoiightfuj t^isui his fellows, hes¬ 
itates to accept the money pieces, his doubts vanish on behold¬ 
ing all around him*receiving it without demur. That is all 
he needs. If others will take the coins from him, his own 
occasions will, in turn, be answered. He docs not want to eat 
the coins, or to make them into jewelry, but to use them in 
buying th6 necessaries of life. If they will do that, they are 
good enough for him. And so a full and free acceptance of 
a debased coinage might be established, in spite of a momen¬ 
tary feeling of reluctance, or even without such a feeling arising 
at all. Just this condition of things has existed, in many a 
country, many a time. • 

Suppose that, after the community has become accustomed 
to a seigniorage of three per cent., some exigency of govern¬ 
ment, or the greed of the prince, shoul<?lcad to a further equal 
debasement of the coin, making a total of six per cent. In 
that event, either the habit of accepting the coin of the realm 
would maintain the circulation of the debased money, or, if 
that circulation were to be challenged by popular objection, 
then the question would be presented to every man, as before, 
whether he would take this debased coin, or cease producing, 
in whole or in part, or change his jndustry so as^ to produce 
articles which would not require to be exchanged, or, lastly, re¬ 
sort to barter. It might easily happen that to do any one of the 
things last spoken of would cost any producer more than the 
possible loss by accepting coin debased three percent, further; 
and, so,,a full and free circulation of the debased coin might 
be maintained. * 

202 . And it is-to be borne in mind that this coin circulates 
at its mint-value, not at a discount of six per cent., or of any 
other rate. There is no reason why the coin should be sub- 



DEPRECIATION. 


I 5 »* 

jecti'd to a dijcount. Assuming, as we have done, that the 
habits ofithe peopje in regard to produltion and trade have 
not been! as yet, changed by the debasement of the coinage, 
there are'just as many goods to be exchanged as before. Just 
as many money-pieces are, therefore, needed, while no more 
money-pieces are to be had, since we have all along made the 
condition*that the niefal abstracted by the government should 
not bc*put into new coins. ' ’ 

* 203. Depreciation Eesults from Excessive Issues_But 

mow let JUS su])pose that, when tlie debascMent has proceeded 
to the extent of ten per cent., government takes the gold and 
silver it has abstracted, and issues it in the form of new coin 
debased like the otlu'r. Immediately depreciation will set in. 
The value of money, like the value of any thing else*, is detenn- 
ined by the relation between demand and supply. The goods 
to be exchanged for money pieces remaining the same in 
amount, and the number of pieces having been increased, the 
purchasing power of each piece falls. 

So far the effect is the same as in the case of an excess of 
full-metal coin ; but, as dejireciation proceeds, the essential 
difference between the two kinds of money appears. With an 
excess of full-metal Coin, exportation begins at once. The 
country becomes a good market to sell in, a bad market to buy * 
in, both for the same reason, viz., prices are higher there ; 
and the course of exchange will speedily bring in tlie remedy. 
With debased coin, however, no outlet is afforded until the 
depreciation reaches the point when the 90 grains of fine 
metal in the coin will bring more abroad, melted down, than 
the coin (though of the mii^t-value of 100 grains) will bring at 
home. Within this limit, depreciation may proceed without 
remedy.) 

204. Inflation.—A permanent excess of the circulating 
money of a country, ovpr that country’s distributive share of 
the money of the commercial world, is called inflation. Its 
influence j on industry and trade, and on the distribution of 
wealth, will be discussed hereafter. 
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CHAPTER V. 

, r 

INCONVEETIBLE PArEE MONET. 

20B. In monetary science, the tru^ entrance to paper money 
is tlirough seigniorage. If we have rightly apprehended the 
relations of seigniorage to the circulation of coin, and to 
prices, we need have no difficulty in dealing witli'^any ques¬ 
tion arising u’lider the present title. 

I “ The whole charge for paper money 'may be considered as 
seiguioriige.” Thi9 remark of Mr. Ricardo is true qnd veiy 
significant. We have seen that the State may withhold 
from the coin one per cent, of the pure metal, to cover the 
cost of coinage ; that it may withold ten per cent., as a means 
of securing revenne for the treasury ; that the State may go 
further and, by successive invasions of the coin, take out two- 
thirds of the money metal, as in the case of the English pound 
sterling, or all but three per cent., as in the case of the pound 
Scots ; that it may eveq go further still and substitute copper 
for gold, a/? in the case of the Spanish maravedi. 

Now let the last step be taken in the 8.ame direction, and, 
iiistcjid of pieces of metal, let the juiblic treasury issue pieces 
of paj)er bearing the names of the superseded coins, and we 
shall have a body of money governed by precisely the same 
principles, alike as to circulation and as to the resulting prices 
of commodities, as a debased coinage. Taper money is money 
upon which the seigniorage ch.arge is one hundred per cent, j 

206. Historical Izistances of Inconvertible Paper Money. 
—The invention of j>aper money, like many another great 
discovery, is traced to the orient., When Marco Polo visited 
China in the twelfth century, he found in circulation a money 
consisting of pieces cut from the inner bark of the. mulberry 
tree. These were issued “ with as much solemnity and 
authority as if they w^ere of pure goldand silver.” A century 
later, one of the rulers of Persia introduced paper money in 
direct imitation of the Chinese, the imitation extending even 
to devices and names; but the experiment here was less fortu¬ 
nate than the Clhinese experiment, since, after two or three 
days of enforced circulation, the markets v'ere closed, the 
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people ros^, th% officials were massacred, and the money dis¬ 
appeared. t A century later, we hear di paper money in 
Japan. 

It look ihe duller-witted races of Europe some centuries 
more to comprehend the mysteries of paper money; and 
meanwhile princes had to content themselves, when hard-up, 
with operaAng upon the coin, swearing their coiners not to 
divulge Ithe secrets of the mint, and juggling thei? jieople just 
as far as the omnipresent scales and acids of the banker would 
permit. But when paper money became tmee fairly intro¬ 
duced into Europe, it was, like some of those other inventions 
and discoveries referred to, rapidly improved in its details 
and extended in its .ap])lications. 

An eminent writer on finance, M. Wolowski, cl.unTs for his 
native country of Poland the proud distinction, as he regards 
it, of having been the only nation in Eui'ope which has given 
no example of the issue of paj)er money ; but it is to bo 
remembered that Poland lost her indqiendenci a long while 
ago.* Had she survived to the present time, it is not unfair to 
believe she would Inave her p.aj)er money history e<|ually with 
the gigantic neighbors who cruslied'ont her national life. 

Of the present States' of Europe, all which boi'der on the 
Mediterranean, excepting France and Italy, have inconvertible 
pajier money, issued by government. Russia, though both^ a 
northern and a southern State, easts in its lot with the Med¬ 
iterranean nations in this respect. The northeri' tier of 
, countries, Great Britain, France, Belgium, Holland, Germany, 
and Scandinavia, have ])aper money, indeed, but of that class 
which we shall describe, under a subsequent title, as Bank 
Money. 

207. Characteristics of Inconvertible Paper Money.- 
The kind of money of which we are writing may either be 
issued originally by the |^tate, as in the case of the present 
paj'er money of most of the southern States of Europe plrcady 
mentioned j as in the ease of the "assignats” and “mandats” 
of the French revolutionary epoch ; as in the the case of the 
“ Continental currency ” of the American revolution, and of 
the “ Greenbacks ” and “ Confederate notes ” of the war of 
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secession ; or, secondly, it may result from tlio de,generation 
of bank money, ori^nally issued with the character of con¬ 
vertibility, but, by some exigency of government (e stress of 
commercial misfortune, losing that character, and p.otected in 
its inconvertibility by law, as in the case of the English Bank 
money of the “Restriction” (1797—1821), as in the case of 
the notes of the Bank of Fffance during the revolution of 1848, 
and, again, Suring and after the war of 1870-71, and as in 
numerous other cases of minor importance. 

Generally speaking, f orced circulation is an attribute of this 
fprt of money, though that character may bo disguised, espe¬ 
cially in the case of degenerated bank money, by one artifice or 
another. For instance, the money may not be made legal 
tender, bht all remedy at law may be taken away from cred¬ 
itors who refuse to n.'ceive it. 

Paper may bo declared to be redeemable in coin ; that prom¬ 
ise may even be borne ujxm the face of the paper ; but if pro¬ 
vision bo not made so that, in fact, every hohhir of a note can 
obtain coined money therefor at will, the paper is inconvertible. 
If any conditions to redemption are interposed, it isnone the less 
inconvertible than if redemption were not even promised. 

The pledge of public lands or stocki, for ultimate payment, 
makes no difference, in this respect. No paper money is con¬ 
vertible, the full, immediate and unconditional redemption of 
which is not, at all times, within the choice of the holder. 

208. Is this Properly Called MoneyP—American econo¬ 
mists have generally agreed to deny the title, money, to such 
issues. Indeed it is as much as one’s reputation for economic 
orthodoxy is worth, to concede that inconvertible paper may 
become money. 

If we seek a reason for this attitude of the economists, we 
find that it is because they deprecate the use of such a “ cir¬ 
culating medium,” deeming it mischievous, pernicious, destruc¬ 
tive of industrial and social well-being. But, as I have ven¬ 
tured elsewhere to remark, i., would be as reasonable to deny 
that whisky is drink, because we deprecate its use as drink, as 
to deny that inconvertible notes are money because we depre¬ 
cate their use as money. 
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The economif|t8 have dealt with the suhjfct as if the ques¬ 
tion were ^cessarily this, money or not nJbiiey ? money heiug 
assumed ti^ he, not only a good thing in general, hut always 
beneficial, lii all relations and under all circumstances. And, 
"inasmuch as they think they have shown (in which I fully 
agree with them), that the use of inoouvertihle paper produces 
very injuriotis effects, thtjy deny tha'it is entitled to be called 
money. ^ 

According to the views presented in this treatise, the sole 
test of money is the performance of the moilby function. As 
bas been said, that which does the money-work is the moiiey- 
thiiig. If it does this work well, it is good money ; if it does 
this work ill, it is bad money.; 

200. May Paper Money Serve as the Common Medium of 
Exchange? —About this there can, I conceive, be no doubt 

whatever. Take the United States “Greenbacks” of 1802 to 

« 

1879. Bid producers aceej)t them readily in full ji.ayment for 
goods? Yes, with the utmost re,idiness. Bid me . resort to 
bartei to avoid the use of this medium of exchange? No. 
Bid men refuse to produce, or contract their production, or 
modify it, lest they should have.to feceive those circulating 
notes in payment ? Again, no. 

There never had been a period in our history when the 
division of labor was carried further; when the differentia^ 
tion of industry and the diversification of j>roduction went on 
more rapidly. This is the sure test of the performance of the 
money function. The differentiation of industry and the 
Uiversification of production involve increasingly the use of 
money. Whenever production is being enlarged and diver¬ 
sified, there, without any question, something is acting suc¬ 
cessfully as the medium of exchange. 

Observe that it is not now a question of prices, of how many 
dollars in greenbacks were required in 1864 or 1874 to buy 
W'hat ten dollars in gold would have j)urchased in IStJO, or 
would purchase at the present time.' That, as we have seen, 
is a matter of the volume and rapidity of circulation. The 
question now, is simply as to the freedom and fullness of cir- 
culatioa 
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It is not asserta^that such paper is always fand everywhere 
money. It becomes money w)ien it begins to dq Ihe money- 
wori:; it remains money as long as it continues^to do that 
work ; it falls out of the category, of money when' it ceases to 
do that work. After the American Congress had issued the 
“ Continental ” money in such quantity that even the treasury 
ceased to keep a record fif the issues) and the v^fue had sunk 
to 200:1 of silver, there is no question that, for a short period 
before the notes finally disappeared ahd silver came back, the 
notes ceased to be money. Men would not take tl)em ; modi¬ 
fied their ju'oductiou, or curtailed it to avoid the necessity of 
taking the discredited paj)er ; resorted increasingly to barter, 
in spite of all its inconveniences. The same fate befell the 
French “mandats” after the revolutionary authorities had 
issued “ assignats ” to an amount poj)ularly stated at forty-five 
thousand millions of francs. The Confederate notes ceased to 
be money ui)on the eollai>se of the goverinnent that issued them. 

210. May Paper Money serve as theV alue Denominator P 
—It is rt this point that the economists appear to me'most 
deeply in error, insisting, as they do, that here is something 
which metal money does, bdt jiapor money can not do. 

It was, said, in the last chapter, that money, in performing 
the function now in question, is commonly 8i)okcn of as the 
Measure of Value.” Now, what money does in this con¬ 
nection is no more than to serve as the common denominator 
of valfies, as described by I’rof. .Tevons, in par. 182. It was 
shown in the pages immediately following, that this function 
is not a separate and independent function of money, but a 
purely incidental and subordinate function ; t^at not only is ' 
any thing which is competent to serve as the general medium 
of exchange, adeqinate also to serve as the common denomin- 
tor of values ; but that any thing which docs, in fact, servo 
as the medium of exchange, must,«m the very act and part of 
doing so, create the w\v\c\v is wixat is sow^f. 

wndoT tivis 

* The i(lea<liat vnluoa are ■' me-axured ” by money, kas a great <leal~f 
tenacity. A somewhat more extended discus.sion of this question will 
be found in my work on Money, Chap. XIV. 
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If corn, ifikef, kvool, potatoes, coal, and all, other articles in 
the market ore daily,cxchanged, for that 01^3 article—money— 
no matter V? what it consists, or why it became money, we 
have, as thekdirect result of,those transactions, the means of 
comparing the values of corn, beef, wool, and all other 
articles : th^t is, we have our price-current. If all those 
articles are ^changed aghinst piecessof paper, we obtain their 
exchanging proportions just as really, just as 'accurately, 
readily and intelligibly, "as when they are exchanged against 
pieces of gold, silver or copper. If one article brings three 
pieces of paper, another ten, another eight, we learn the com- 
jiarative value of those arti<des as quickly and easily as if the 
first brought three pieces of silver, the second ten, and the 
third eight. 

211. May Paper Money Serve as the Standard of 
Deferred PaymontsP— We have seen that paper money may 
become the general medium of exchange, being taken as freelj' 
and eagerly as money of silver or gold. ^ We have also seen 
that whatever serves as the general medium of exchaijge does, 
by that very fact, serve, also, as the common denominator of 
values, furnishing the price-ctirre'nt from which are determ¬ 
ined the exchanging proportions of all commodities in the 
market. 

» 

That piiper money m.ay serve .as the standard of deferred 
j)ayments goes without saying. As was stated under a pre¬ 
vious title, forced circulation is generally iin attribute .of thisl 
gort of money, and where that is the case, sueh money: 
becomes, by definition, the standard of deferred payments. ■ 
I>y it the obligation of the delitor, the cLaira o^the creditor, 
is measured, as of course. Even where paper money is not 
made legal tender, it is almost, if not quite, as likely to become 
the standard of deferred p.ayments as a money of silver or gold. 
The tendency to express thf consideration of all sales in terms 
of tLat wVdeb. \s, tXvc, c.\\tc«vV vnowey of daWy wae, v| so stvowy; 
vbat lew persjms, even of those who Ve acting as trustees, ViW 
take the trouble to make leases, rents, annuities^ or interest 
ujion loans payable in any thing but the ordinary circulating 
medium of the time. 
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The notes of the Bank of England were noi» legal tender, in 
the ordinary sens^, during the period of the “ Rvstrietion ” ; 
yet^ though they ceased to be convertible in 17|b7, the first 
instance, so far as I am aware, of a refusal to /accept such 
notes in payment of debts, was that of Lord King, in 1811 ; 
and this refusal took place, as Lord King claimed, not from 
any selfish motive, butt purely in ‘order that^ ^by strongly 
attracting public attention to the unfortunate monetary condi¬ 
tion of the kingdom, he might promote the resumption of 
specie payments! 

During the circulation of the legal tender greenbacks in 
the United States, every person who wished to make contracts 
for future payments in terms of gold or silver, was at liberty 
to do 8(1; yet it is notorious that f(‘w took advantage of their 
legal right in this respect. That which had become, no 
matter how, the current money of daily use Vecame, for that 
reason alone, the almost universal standard of deferred pay¬ 
ments. 

». 

It is another question whether j)aper money performs this 
function with justice to debtor and creditor, or with advan¬ 
tage to the general community. That question we shall meet 
further on. • 

212. ■^SThat Determines the Value of Paper Money?— 
^hat determines the value of any kind of money ? What 
determines the value of any thing? Pemand and supply. 
The d(jmaiid for money is, as we saw (par. 170), the amount 
of money-work to be done, the amount of exchanging requir¬ 
ing to be effected through the use of money. The supply oi 
money is the money-force available to do the money-work. 
It is compounded of the volume of the circulating money and 
the rate of circulation. Supposing the occasion for the use of i 
pioney—the demand—to remain the same, and the rate of the 
circulation of paper to be the same^as that of metal, the value > 
of a body of paper money would be the same as that bf a 
body of money consisting vif as many pieces of metal as there ^ 
were pieces of paper, the pieces being of the same “ denomina-l 
tions,” whether stamped with the mint-press or the prinj;ing:\ 
press. 
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We said “ Supposing the rate of circuI|tion of paper to be 
the same as lhat of •metal.” L am aware of no reason for 
supposing t'hat any difference in the rate of circnlatioa of 
metal mone^, on the one hend, and of paper money on the 
other, would exist, if all other conditions were alike, of suffi- 
eient importince to be taken into account. The paper would, 
of coursejbe handled somewhat more*easily, would Jie remitted 
by mail or parcel-delivery somewhat more readily and safely, 
and thus a thousand (tollars, so-called, in paper would do 
somewhat snore money-work than a thousand dollars in metal. 
The difference in that respect would, however, not be 
important. 

We may accordingly drop this proviso. We ali^ said : 
“ Supposing the occasion for the use of money—the demand 
—to remain the 8.ame.” Will the demand for money be 
affected by the shbstitntion of paper for metal ? The popular 
opinion undoubtedly is that the mere fact of tlie emission of 
inconvertible paper produces discredit,tfo that such money, 
in-espective of any excess, at once becomes distrusted and 
avoided. , 

213. Depreciation not a necessary consequence of Incon¬ 
vertibility.—The opinion above stated is unfounded. We 
saw (par. 201) that dej)rcciation is not a necessary»rosult of 
debasement of tin; coin. Kot only will tlie same line 
reasoning establish the proposition that depreciation is not a 
necessary result of the issue of inconvertible ]>aj)er ; but his¬ 
torical instances not a few exist of such j)aper money main¬ 
taining itself for a time in circulation without discredit and 
without depreaiation. It is mtdoubtedly true, as Prof. Bona- 
my Price asserts, that “ experience has proved tliat it need 
not of necessity suffer any depreciation of value.”* 

;-£. 

* pn a point so vital it may he well to add authority to reason, espe. 
daily 88 current American literature misrepresents the r^l purport of 
economic opinion on this subject. * 

Mr. Thomas Tooke, the most eminent economic statistician of the 
world, explicitly and repeatedly states th.at depreciation "is not a neces¬ 
sary consequence of inconvertihility. 

• Mr. James Wilson, founder of the London Economist, and a states 
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214. Iiiconverti]^e Paper always issued a& Chrap Money. 
—Tlie moving c.ause in the isspe of inconvertible/>aj>er‘money 
has Jjcen its cheapness, as compared with the mital money 
which it has replaced. AYIiatever, excellencies msfy have been, 
reflectively discovered in such money after it had come into 
circulation, I am not .aw.are that the institution o* such money 
has been due, in an individual instahce, to any other virtu.al 
reason than*that which has been e.\'pressed. 

We saw that the sovereign first j)inched the coin, say, one 
per cent., und(u- the name of seignior,age, to meet the cost of 
coin.age, and then, finding the opportunity too temiiting, took 
out it might be five, it might be fifteen per cent., or evei^ 
more, for his own benefit. The issue of paper money, is in ' 
effect, tfie exaction of a seigniorage of one hundred j)er cent. 
At times, thiit exaction has been made in cold blood, atjlifi. 
dictate of avarice ; at times, and indeed, ,raore often, the 
exaction has a]i]ieared to be justified, if not sanctified* J 2 y, 
spine great exigency of natio nal li fe. ’ 


man and hnancier of wide experience, declares that if tlie amount of 
inconvertible paper lie properly riigulaled, “ there is no reason whatever 
why sudi notes .should suffer depreciation.” 

M. Coureelle-Seneuil, a Freneli writer oh Finance, wliose views are 
entitled to luueli consideration, oxpressi's the opinion that if the einis- 
sjons of iKijier money he moderate, they may have the same value its 
metallie money. 

I liave, miule use of three names of the first rank in the economics of 
finance. Let me now quote, at greater lengtii, the most illustrious writer 
known to monetary science. # 

“ The whole charge for paper money,” says Mr, Rie.irdo, " may he 
considered as seigniorage. Though i^t has no intrinsic v.alue. yet hy lim¬ 
iting its (|uantily, its value in exchange is as great as an equal denom¬ 
ination of coin, or of hullion in that coin. It is not neces.sary that paixir 
money sliould be payable in sjiecie to secure its value ; it is only nece.s- 
sary that its quantity should be regulates! according to the value of the 
,metal wddeli is deelansl to lie the standard.” 

* Ilems! the phrase the ‘‘ the blood-stained Greenback.” Lest I should 
be misunderstood, let me say timt it is my firm belief that ^e issue of 
inconvertible, paper money ia.BSveLtt .sound measure of flikncs, no mat¬ 
ter what the stress of the national exigency may lie. I believe it to be as 
surely a mistaken policy as the resort of an athlete to the brandy bottle. 

It means mischief always. If there is ever a time when a nation needs , * 
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215. Wi^oul any such stress of fiscal necessities as those 
caused’ by tjar, paper money has been fKiquently issued by 
governments as a fiscal resource, to enable j)ublic works to bo 
.created, to ipieet an unexpected deficiency of revenue, or even, 
as in the case of some of the early American colonies, to set 
J[>onntie8 on|manufactures or the fisheries. There is always a 
great tcraptajion, to statesmen and 4o people alike, in times of 
emergen^ey, in the knowledge that it is possible Jo replace a 
money of high cost by a momy of low cost, of cost, indeed, 
BO small tjiat it may be called no cost. 

216. Is it really Cheap Money?—That depends on whether 
, it be good money or not. The money function is so imjiort- 
ant, so vital, in the industrial .system, that can be no 

true economy in any money but the very best, lf»the first 
cost of money can be saved, in whole or in part, without loss 
of efficiency or safety, that course is unmistakably dictated by 
the same law of the human mind which impels the individual 
to goto his object by theshorte.st])ath, or to buy ’ i the cheap¬ 
est ffiarket. To use a money which has to be dug out of the 
depths of the earth, drilled and blasted out of rock, perhaps at 
the depth of two thousand feet ^i’here water almost boils 
from internal fires, whA a money in every way as good could 
be made from paper-pulp and i)rinted with a sfestra press, 
would be the extreme of wastefulness. On the other hand, 
to use any but the best money, that which will perform tVe 
money function in the most perfect manner, would be economy 


its full collected vigor, with a steady pulse, a calm outlook, a firm hand, 
a brain undisturbed by the fumes* of thi.s alcohol of commerce—paper 
money—it is when cailed to do battle for its life with superior force. It 
is to my mind the highest proof of the supreme intellectual greatness of 
Napoleon, that, during twenty years of continuous war, he never was 
driven to tliis desperate and delusive resort. I hold any man to be soine- 
tlfing less tlian a statesman, in the full sense of tliat word, who, under 
any stress of fiscal exigency, supports ^r submits to a measure for the 
issue of paper money not convertible, at the instant, on demand, without 
conditions, into coined money. The political arguments by which such 
measures are always supported, on the outbreak of war, seem to me the 
veriest trash, due half to ignorance, and half to cowardice. 
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tlie same sort and degree as putting rotten Umlfcrs into a 
Ibridge because tbey^ere cheaper than soijnd timbers. • 

212. then, Good Money P—I know of nothing ui the 
history of inconvertible paper money to indicate /ithat such . 
money, when issued of a denominative value not to exceed 
the mint-value of the coin which would have eircu^.ated in the, 
community under the law for the tefritorial distribution of 
money whiefl has been stated (])ars. 17(5-80), may not*i 5 eiYe. aa 
the general medium of oxcliange, so far as the internal* trade 
of a country is eoaiceriied, in every way as satisfactorily as the. 
coin itself. Indeed, if any preference exists, it will be in favor 
of the piiper money, as more convenient to handle, more 
readily transported, more successfully concealed. 

MoreoJer, it has, I think, been sufficiently shown that what¬ 
ever acts as the general medium of exchange, in the very act 
of doing this j)e.rform8 the function of a corampn denominator 
of values, furnishing a price-current in which the values of all 
commodities are expressed in terms of that one article. 

But as regards the function of a standard for deferred pay¬ 
ments, a wide difference may exist between two articles which 
might, with equal conveilienoe, be used as the medium of 
exchange'. It might happen th.at an afi'ticle having a decided 
preference ‘in the Latter function would b(' found far inferior 
in,the former funetion ; might even be miserably deficient in 
the requisites of a standard of deferred payments. Let ns, 
then, inq.uire further respecting inconvertible paper money, on 
this score. 

218. Inconvertible Paper Money as the Standard of 
Deferred Payments.—In the fact that this money has no 
natural cost of production, lies the possibility, not merely of 
gross injustice as between individuals and classes of the com¬ 
munity (which is not an economic consideration), but also of 
grave industrial evils, and even disasters of the moat appalling 
character. Mr. Ricardo has rightly said that, by limiting the 
supply, any dhgree of valuO'can be given to the money of a 
country, be it of .gold and silver or of paper ; but in the case 

•The relations of inconvertible paper money to foreign trade and 
international exchanges will be spoken of in paragraph 280 . 
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of the last no liiSitation of the supply is s^ J)y natural forces. 
Paper toonej has ng cost of production.’ The expense of 
printing a dollar hill is so small, that, for purposes of geo- 
pomic reasoning, it may he disregarded altogether, while the 
expense of nrinting a teii-dollar bill or a hundred-dollar bill 
cy a thousand dollar bill is no greater. The limitation of sup¬ 
ply in the cas^ of such nfoney, therefore, must be left to law, 
conventi(Ai, or accident. 

We have seen that it'would require many years of highly j 
stimulated^prodiiction to affect aj)j)reciably flic world’s stock ' 
of the precious metals, and, by consequence, the value of those ; 
ipetals.; The cereal graips, indeed, being consumed in one or s 
two years after their production, may be increased in (jiiantity 
more rapidly, say, twenty or thirty j)er cent, in a year, as the 
result of exceptionally abundant harvests; yet even here 
human volition only controls the elements of production to a 
limited extent; and increase on such a scale could not be car¬ 
ried forward more than two or three yeaiji at the. furthest, f In ! 
the catic of j)aper money, however, the stock may be iiy,reused, | 
at the will of the issuer, to any extent, wuthin the briefest: 
period.^ The quantity may be trebled, decujded, centupled, 
by the operations of the printing-press. 

219. Domestic Effects of Inflation.—Tlie value qf money 
depending, as has been shown, upon the relation of su])ply ta 
demand, an increase ■ of issues implies a loss of value in each 
given quantity of money. This involves a correspoiidi-jg loss; 
io all creditors, and a corresponding gain to all debtors.' 
That result, being brought about by legislation or by the act 
of the prince, is properly temped confiscation. So far as it 
concerns only t^ie existing body of debts, the question of con¬ 
fiscation is of interest only from the yioint of view of political 
equity. But such a measure also becomes a highly destructive 
force within the field of present and future industry, dealing a 
grievous blow at the instincts of frugality in the individual, 
and at the organization of the industrial body for tire purposes 
of production and exchange. 

Such a blow once dealt might in time be recovered from; 
^but if new fiscal exigencies of the government, or the political 



164 


political economy* 


pressure of the df^tor class draw out other ’js8u|8 of incon¬ 
vertible paper, not only will tjie value oh the nKyiey cbntinue 
to sink, through excess of supply, but another cause vdll begin 
to M'ork in the same direction. .The money deiy.and will ret 
ceive a shock such as has been described in pa'’. 200, which 
may operate slowly and continuously, or may produce a sud¬ 
den collapse of the circiAation, the treasury cia^wding out the 
paj)er uj)on a reluctant and indignant people, who will none of 
it; who, through experience of gravt^ losses in the jiast, shun 
it as they woulft the plague, contracting their industry, or 
changing its form at whatev(!r sacriiioc, or resorting to barter 
in sjiite of all its inconveniences, to .avoid the use of the de¬ 
tested money. This was the fate, at the last, of the American 
“ Ciontineiital Currency,” and of the “Assignats ” and “ Man¬ 
dats” of the French revolution. 

Snell are the ]»ossibilities attending thor issue of pajier 
money by the government. It may be asked what arc the 
j)robal)ilities of the,case? As we have here reached the 
limit oi^ strictly economic impiiry, I ])refer to po.stpoife our 
answer to this cpiestion to Part VI., where, under the title 
“ Political Money,” the subject will be briefly treated in its 
political and historical as|)ecls. 

220 . Inconvertible Paper Money and Foreign Exchanges. 
1 —Hut before wo hsave the to])ic of inconvertible ))aper money, 
we have to view another jihase, viz., its relation to Inter¬ 
national Exchanges. Thus far, m'c have spoken of the issue 
of ])aper money by government, only in its effects upon 
domestic trade and j)roduction. We are now to consider its 
influence upon the commercial relations of the jssuing country 
with foreign countries. 

/.By the mere fact of the adoption of this kind of money, a 
country loses all the advantages of an automatic regulationjif 
the money supply through the normal movements of trade. 
Paper monpy finds no outlet in international commerce. It 
can not be exported and retain its value."; Ilencp its regula¬ 
tion becomes purely mechanical. Having no natural cost of 
production, it will not, if in excess in any country, flow away 
in obedience to the law which governs the distribution of a, 



PAPER ubNEY AND FOREIGN EXCHANGES. 165 


money ha^jing 'acceptance abroad equally,as at home. If 
issued m exqpss, it (uii only bp removed by being pumped 
out by the same force which originally issued it. 

, Even wljfre the excess i)f such paper money, over what 
would have|’been that country’s distributive share of the 
world’s monjy, be not enough to produce grjive disturbances of 
domestic industry, the effect ou fdl’eign trade will yet be 
momentAis. The immediate result of any excess*imist be to 
establish a premium, upon that metallic moii(>y in which alone 
foreign bi^ances can be jiaid. 

To one who is not familiar with the largest operations of 
commerce this may seejn a small matter ; y(‘t, if we may 
trust those who are best qualified to deeidi* such (|uestions, 
the money of a eommereial state can not diqiart, by the nar¬ 
rowest interval, from the mone}^ in which internationid bal¬ 
ances .are discharged, without creating obstructions, exciting 
a])j>rehensions and even occasioning losses, to which modern 
trade, with its highly developed and ac^itely senMti\ e organ- 
izatitfn, will not submit, or will do so only uj)on th(^payment 
of heavy fines by the offending community. 

During the fTernian war, and for some years after, viz., 
from 1871-1877, the noti’s of the bank of Franca' were ineon- 
vertible ; yet such was the s.agaeity and pruden^a* of the 
directors of that institution that at no time was there aay 
considerable discount on that money, the premium on gold 
being often but a small fraction of one per cent. Yet, flight as 
>was the disturbance of the domestic circulation, Mr. Dagehot, 
in his standard work, Lombard Street, written during the period 
of suspension, attributes to it 1 he most momentous consequences. 

“ The note of tlie bank of France,” he’ says, '■ h.as not, indeed, 
been dejereeiated enough to disorebu- ordinary transactions. 
But any dejcreciation, however small, even tlie, Uahility to 
depreciation, without its reality, is enough to disorder cxch.ange 
transactions. They are calculated to such an yxtremity of 
fineness, th.at the change of a decim.al m.ay be f.atal, m.ay turn 
a profit into loss. Accordingly London has bejome the sole 
great settling-house of exchange transactions in Europe, 
instead of being, as formerly, one of twm.” 
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CHAPTER VI. 

BANK MONEY. 


221. The Characteristics of Bank Money.— To secure the 
inporior convenience of paper monej', and, in a decree, also, ite 
cheapness, as contrasted inth money of metal, -wiliile ptaining 
the comparative stability of value which characterizes tlie latter, 
and to keep the local circulation in such close communication 
with the generat circulation of commerce as to ,hisure the 
automatic regulation of the monc'y supply, bank money has 
been invented. 


The essential characteristic of such money is that tlm.paper. 
is instantly convertible, on the demand of the holder, into 
coined mone 3 ^ Whenever, by the unrebnked and unpunished 
lapse of the banks issuing j)aper money, as so frequently in the 
early history of the United States, or by tlie action of govern¬ 
ment upon its own viitiative and for its own purjioses, the 
money sq issued fails to be convertible to the full extent’indi- 
cated, it becomes inconvertible jiaper money. Nothing entitles 
paper to be called bank money excejit full, instant, uncondi¬ 
tional redemption in coin. There is no stopping-place between 
this condition and inconvertibility. 

r Generally Bj)eaking, this sort of money is issued by instiju- 
.tipns which, whether under State patronage or not, are so far 
disconnected from the government that their officers and 
agents can be sued in courts, and their assets and effects be* 
attached for the recovery of the amount promised by the 
bank notes to be paid on demaml. In this matter of connec¬ 
tion with the State, however, there is found among banks, 
in one country or another, every degree from least to largest. 
In some instances the true character of bank money has 
been preserved in the case of institutions having wjiat 
would.appes^r a dangerously close connection with govern¬ 
ment. 


222. The prtgin of Bank Money.—Bank money in its 
modem form was first issued imSweden, in 16.98. The Bank 
of Scotland issued ill notes as early as 1704, while the Bank , 
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of England did|iot issue notes below je20 prior to 1759. llie 
issue of bank money, proper, did not begili'in America until 
after the ref olntion,*a]though Nearly every colony had been, 
at ono period or another, deluged with inconvertible paper 
taoney. Tim great bank money countries of to-day are tiro 
United Statis and the States of Northwestern Europe. 

223. The* Coin Sasis of Bank,Money.—We have said 
that, in ^ditlbn to the superior convenience of Imnk money 
over coin, the motive for issue is found in its comparative 
cheapness. Banking experience lias shown tljat a much larger 
denominaflve amount of notes can be kept in circulation than 
is held of specie for redemption. 

On all this excess, the issuer of the notes derives a profit 
which is measured by the rate of interest on his loafs, after 
deduction is made of the expemso of maintaining the service. 
jThe metal thus displaced from circulation is exported, or 
jmelted down for use in the arts. 

The advantage to the community of this saving 'n the cost 
of thp money used in effecting exch.an^es, is thus conceived 
by Adam Smith. 

“ The gold and silver money yhioli circulates in any coun¬ 
try may veiy jirojierly.jbe compared to a highway, which, 
while it circulates and carries to market all the grain and corn 
of the country, produces itself not a single pile df either. 
The judicious operations of banking, by providing, If I may 
be allowed so violent a metaphor, a sort of wagon-way 
through the air, enables the country to convert, as it were, a 
great part of its highways into good pastures and corn-fields, 

! and thereby to increase very considerably the annual produce 
i of its land and! labor.” ’ 

The amount of saving effected by bank money varies, in the 
first instance, according to the proportion of coin, or “ specie,” 
as it is commonly called, reserved to meet demands for the 
redemption of the notes : \o serve, that is, as the basis of the 
circulation. 

That proportion is different in different countries, and often 
in different banks in the same country. The iftost common 
legal minimum reserve is one-third. In Leipsic, before the 
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unification of Germany, the specie reserve iwas (two-thirds, 
while in Bavaria it^was but one-fourth. 

Before the war of secession,' the banks of the thiited States 
held an absurdly small amount of specie, the proportion in 
some States falling to ten, five, or even three p^ cent. But 
the so-called bank money of many of the States the Ameri- 
c.an Union, during certain periods in tho early history of the 
nation, was really nothing but inconvertible dione^', hardly 
the pretense of redemption being maintained. 

224. The Banking Principle- —The view of the operations 
of bank money which is held by the great m.ajority’ of writers 
of repute, in nearly .all countries, is that, when really converti¬ 
ble into coin on demand ; wdth all reasonable facilities exist¬ 
ing foi\ redemption, and with redemption actually t.aking 
place from time to time ; with a public opinion which does 
not allow to be questioned the right of any man anywhere, 
for any reason or for no r<‘ason, to re(juire coin, for any and 
all notes he m.av hold ; .and with exemplarv penalties,t pro- 


* Mr. Condy Ibiguet thus describes the action of American banks dur¬ 
ing Uiis period, when in a .state of .suspension : 

“Hanks, when they default in their payments, not only never ask the 
indulgcmccof their creditors, for any specified extension of time, but they 
do not eves think themsedves under obligation to pay interest to the cred- 
ibtrs for Uie funds they forcibly dehiin from them; nay, they frequently, 
in the midst of their insolvency, declare dividends of the very profits 
which actually belong to their creditors.” 

Of an earlier iieriod Mr. Gallatin has written: “ It was the catastrophe 
of the year 1814 whichfirst disclosed not only the insecurity of the Ameri- 
ciin Imnking system, as then existing, but also that, when a paper currency, 
driving away and superseding the use of gold and silver, has in.siniia1ed 
itself Ihrough every channel of circulation, and become the only medium 
of exchange, every individual finds himself, in fact, compelled to receive 
such currency, even when depreciated more than twenty '}e: cent., in the 
same manner as if it laid been a legal tender." 

f“By convertibility of the paper,” .sa/s Mr. Tooke, “according to 
the onhnary sgnification of thj^ term when applicxl to bank notes in this 
country (England), is meant that a holder of a promissory note—payable 
on demand—may require payment in coin of a certain weight and fine¬ 
ness, and in the event of refusal or demur, such payment is enforced by 
law against the issuer, to the utmost extent of his property. The issuer. 
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viaea oy law a«iu enforced by the courts, for the first failure 
or the slightest dela^ on the part of bankS fo make good their 
promises, sifch money acts in :/ll respects precisely as would a 
body of money composed wholly of coin. It is held fo be 
fully subjeVt to the law (par. 176) which governs the terri¬ 
torial distriintion of money consisting of the precious metals 
only ; and to have.evevy ecouomi'i virtue which belongs to 
such mc|iey,*with the added advantage of greater cheapness 
and greater convenience in use. 

“We are willing,” says Mr. Tooke, the leader of the school 
of econoT^ists known as the advocates of the “ Kankinfi Prin- 
ciple,” whose theory I have stated, “ we are willing to con¬ 
sider a metallic currency as the type of that to which a mixed 
circulation of coin and paper ought to conform. Put,'further, 
we contend th.at it has so conformed, and must so conform, 
while the paper is strictly convertible.” 

The same ojunion is expressed, with great emphasis, by Mr. 
Fiillarton and Mr. J.ames Wilson, and by M. (iourc lle-Seiieuil. 

226, The Currency Principle.—Thf> view of bank money 
which has been st-ated in the foregoing paragrapTi, is that 
which is held by a majority of, -wTHcrs of reputation. The 
opposite oi)inion was maintained by a school of economists iii 
England, comprising the advocates of the so-called “ Cur¬ 
rency Princijjle,” the leader of the school being Lbrd Over- 
stone. 

In the view of this school, something more than sound 
banking is needed to give a country good bank-money. If 
numerous, competing biinks arc' left free to issue notes in 
such quantity and of such dc'nominations as their own inter¬ 
ests m;iy dictate, with such sjx'cic reserves as their c)wn pru¬ 
dence alone may suggest, there will .ilw.ays be the probability 
and often an extreme danger of over-issue, a body of bank- 
money so composed not being wholly amenable to the law of 

whether a private ar joint-etoek hanker, if eo/m'dered to harefailA). Tlie 
circulation of his notes is at an end, and he is subjcict to the process 
usual in cases of insolvency.”—[“ History of Prices.”} Coyaparc this with 
the state of things disclosed by Mr. Raguet, in the foot-note last pro 
ceding. 
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•distribution which governs metal money, bi^t possessing the 
i capability of tempot.’ary and local inflation. 

This opinion was ably maintained by Lord O^erstone, Mr. 
Nor/nan and Colonel Torrens, against the views of the Bank 
of England, and after a long struggle, the econcmists of this 
school triumphed in the enactJnentof the Bank i^ct of 1844* 
which still governs the note-circulation pf England, though 
the princip'e on whicii it was framed is now ^/hallenged by 
many of the best financiers and economists. 

In the United^ States, owing doubtless to gross abuses of 
the right of bank-note issue, su(!h as have b(!en adverted to in 
a note on a preceding page, the views of the English cur¬ 
rency school obtained an acceptance among ])rofessional 
econom'sts and writers on finance even wider and more com¬ 
plete than in England, although in but f(!W states did this lead 
to legislation in any degree comparable, in scope or stringency 
of operation, to the English act of 1844. The leading writers 
on this question in the United States, were Messrs. William 
M. Gouge, Condy Ki.guet and Amasa Walker. 

, 226. The Currency Principle vs. the Banking Principle. 
—The question whether„a body of money (iomjtosed partly of 
coin and partly of bank notes fully convertible into coin, acts 
in all respects as would a body of money eora])osed wholly of 
coin, or, m the other hand, has the capability of being issued 
in loc.al excess and so maintained .for a long enough time to 
aflPect local prices, and thus initiate abnormal movements of 

The principal features of the act of 1844, as affecting the circulation, 
are as follows : 1st. The Bank of England is allow(!d to issue notes, in a 
constant sum of SI."),000,000, without any specie basis. For all notes 
above this, it must have, pound for pound, a specie reserve, of which 
one-flfth may be silver. [This hast in consideration of the commer¬ 
cial and political relations of England with India, which has silver 
money.] 

2nd. The issue department and the banking department of the Bank 
are completelj; divorced, becoming as separate as the Customs and the 
Internal Bevenue bureaus of oui own government. 

3rd. No Loudon bank can issue notes, nor can any bank chartered 
since 1844; while the issues of the English banks then existing 
are limited to their ordinary outstanding circulation prior to that date. 
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trade and production, I regard as the one open question in the 
theoryof money. Brought uj) in the 8cli*ool which held the 
latter view, my own reading and reflection have confirmed 
me in the belief that there resides in bank money, even under 
the most stnngent provisions for convertibility, the capability 
of local and Temporary inflation. The arguments on the two 
sides of the question* an* so evenly •balanced, and the statis¬ 
tical evi(tence* is so ambiguous, that difFerences of*opinion are 
likely long to exist between men of intelligence and candor. 
I freely confess that the prejionderance •of authoritative 
opinion is against the view I hold. 


CHAPTER VII. 

THE REACTION OF EXCHANGE UPON PEODUCnON. 

22'3* Evil Possibilities involved in the Division of Labor. 
—We have seen that the division of labor is an essenti.al con¬ 
dition of large and varied production. But the division of 
labor, when carried far, -tivolves possibilities of loss and dis¬ 
aster. These become more and more serious as production 
becomes more and more extended and I'omplicatcd, until, ip 
the most highly organized industri.al state, we have to explain 
the failure of a community to realize its full producti’*p capa¬ 
bility, mainly by reference to industrial misadventures and 
even, at times, a partial paralysis of the productive powers of 
the community, originating in^this very source. 

The cause of the trouble adverted to is found in misunder¬ 
standings between producers and consumers, whom it is the 
nature of the division of labor to set apart, and, in an 
advanced industrial state, widely apart, often by half the cir¬ 
cumference of the globe. , 

It is evident that, were there lA) division of labor into 
separate occupations, the relation between production and 
consumption would be a simple one. Produciion would, 
•within the canahilities of the several amenta eoneerned jijs* . 
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land, labor, and capital, only be limited by th& effective desire 
of the several individuals of the community to consume 
wealth. Each m,an would work by himself, for himself, j)ro- 
ducing those things, and those only, which he wished per¬ 
sonally to eat, drink or wear, or house or i^rm himself 
withal. There would here be no question of a*' market, for 
every man would be his f wn enstomor. ‘ 

From this jioint, we may mark off three stages of (industrial 
develojnnent. 

228. The First Stage.—The first is where distinction of 

tradi‘8 is introduced, and men no longer (ionsume all, or per¬ 
haps any ])art, of the articles they have produced ; yet where 
consumers live near the producer, and are personally known 
to him.' In this condition, production, excejit in agriculture, 
generally waits for an order from the consumer. If goods 
are produced in advance of an order, the l^inds are few, the 
forms are simjde, the styles standard. There is, moreover, the 
reasonable exp('ctation that some certain jierson, or some one 
out of a certain group of jiersons, will surely and soon need 
the goot^s, and M'ill become the consumer. Here, we see, is 
not much liability to h misunderstanding between producer 
and consumer. • 

229. The Second Stage.—The second stage is where the 
element of personal acquaintance between producer and con¬ 
sumer disappears. Production ho longer waits for orders, 
but anticipates dem.and. Goods are j)roduced for a general 
market, and upon a c.alculation of the quantity probably to 
be required. The individual producer has no longer his own 
circle of customers; but compet<“S with other producers for 
the largest possible share of the patronage of a wide circle of 
consumers. Yet it is still true that ])roduction is carried on 
by artisans working singly or in small groups. Tools and 
implements are simple .and inexjjensive ; there is little of 
“ plant ” or fixed capital. Fashions are few and styles remain 
standard through long peHods of time. Here, manifestly, the 
opportunity for misunderst.andings between producer and con¬ 
sumer exists in a higher degree than under the former condi¬ 
tions described. Yet even here production may still go on 



REACTION OF EXCHANGE ON PRODUCTION. 173 


with tolerable uniformity: all hands workjng steadily through 
all the seasons of tha year, with a reasonable assurance that 
all goods which are well made, will find a market at fairly 
•remimerative prices. 

230. The'Third Stage—The third stage is reached, when 
increasing facilities of communication make the world one 
trading comnwmity. Then productiem becomes higjily diversi¬ 
fied, and\he specialization and localization of trades proceed 
so far that one country, or perliaps one grou]> of towns, pro¬ 
duces the greater part of all the goods of a certain sort which 
arc consumed throughout the world. Then luxury and refine¬ 
ment of living are carried to the maximum, so that not only 
are classes of goods multiplied almost indefinitely, but fashions 
and modes enter till standard styles almost disap]>ear, each 
season bringing minute modifications of demand which are 
not to be satisfied except by an exact compliance, even the 
colors and shades of one year becoming intolerable the next. 

It will appear that conditions like tV; foregoing increase 
enormously the liability of misunderstanding bcUi’ccn pro¬ 
ducers and consumers. The possibilities of error in sujiplying 
the markets, no longer of a village, but of the world, become 
tremendous. 

231. The Appearance of the Entrepreneur.—Btit it must 
further be added, that powerful and complicated macliinery*ls 
now introduced, and costly structures and “plant” are re¬ 
quired. Great numbers of operatives, of both sexe® •and all 
ages and of every degree of strength and skill, have to be 
gathered under one roof, each knowing only his or her own 
part; all requiring to be instructed and equipj)ed, organized, 
energized, and directed by the intelligence and Mdll of one 
man;) In other words, we h.avc reached the entrepreneur stage 
(pars. 100-9) of industrial development. 

T^he introduction of the princij)le of mastership into indus¬ 
try makes a great gain of product(ye power ; bu^this gain is 
not secured without an appreciable loss. The entrepreneur 
(to anticipate, for a moment, a topic in Distribution), finds 
his motive for organizing and conducting the great enterprises 
of modern industrjr in the profits (pars. 302, 429) which he 
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hopes individually, realize. His entire persuuai uii<erest is 
found here. It is, perhaps, to,secure a pet profi^. of twenty 
thousand dollars, that he leases land and buildings, and bor¬ 
rows capital, and hires the labor requisite to achieve an annual, 
product of half a million of dollars. If, then, tllj! conditions 
of trade and industry are such as to destroy for the time hi^ 
profit; mu(j}i more if the^ are such to flireatcp a loss whidi 
will impair the integrity of the capital, his interest in pro¬ 
duction is greatly diminished, if no't destroyed. Ho will 
either cease predijeing entirely, or, which is more ^ikely, will 
contract the seo})e of his operations. Were he to produce 
$500,000 worth, as heretofore, a small fraction of his stock 
unsold jnight sweep away his own gains for the year, or leave 
a deficit; whereas, w'ere he to produce but $400,000 or 
$350,000 worth, he -would probably dispose of his stock at 
prices high enough to make himself good and perhaps leave a 
small margin of profit, while holding his laboring force and 
his customers together. 

1''232. Kluctuations in Production.—Such being the con¬ 
ditions under which production takes place, under the modern 
organization of industry, wfe note that there is in the nature 
of the case a continuous loss througR the failure of the pro¬ 
ducing body to meet, promptly and precisely, the demands of 
tile body of consumers. Wherever, from any cause, there is a 
failure correctly to anticipate those demands and supply them 
perfectly, in time, in degree, in form, loss of value results. 
That there should be such failure in part, is inevitable. 

But the loss which we had chiefly in view in beginning thi 
chapter, and -with reference to which we ha-^e written this 
long introduction, is not the steady, continuous loss of value 
due to the inability of those who direct production to com¬ 
prehend, fully and seasonably, the varying demands of distant 
' markets. It is the occasional loss insulting from the frequent 
j and often .furious fluctuations which are involved in* the 
I modern organization of trad| and industry. 

From thaf. organization the altffliation of highly stimulated ’ 
and of deeply depressed production appears to be insepajaidf. 
The course of trade and industry through the cycle which the^ 
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conditions of modern life seem to have established, is so well 
described by Prof, j^lfred Marshall that I can not forbear to 
give it in full: 

(‘The beginning of a periou oi rising credit is otten a 
series of gci'id harvests^ Less having to be spent in food, 
there is a better demand for other commodities. (Jiroducers 
find that th^ demand Tor their Jjoods is increasing, they 
expect td sell at a profit, and are willing to pay good prices 
for the prompt deliver^ of what they want.) Employers com 
pete withpne another for labor ;(wages rise f\nd the employed 
in spending their wages increase the demand for all kinds of 
coinmodities.j) New public and private companies are started, 
to take advantage of the promising openings which show 
themselves among the general activity. Thus the Sesire to 
buy and the willingness to pay increased prices grow 
together ; credit is jubilant and readily accepts paper pi om- 
!8 to pay. Prices, wages and profits go on rising;(there is 
general rise in the incomes of those engaged in trade); thej' 
end freely, increase the demand for goods, and ^ise prices 
ill higher. (Many speculators, seeing the rise, and thinking 
will continue, buy goods with the expectation of selling 
em at a profit.) At stlch a time a m.an who has only a few 
indred pounds can often borrow from bankers apd others 
e means of buying many thousand pounds’ worth of goode ; 
d every one who thus enters into the market as a buyer, 
ds to the upward tendency of prices, whether he buys with 
s own or with borrowed money. 

“(This movement goes on for sometime,)till at last an enor- 
)ns amount.of trading is being carried on by credit and with 
■rrowed money. Old firms are borrowing, in order to extend 
eir business; new firms are borrowing in order to start 
eir business ; and speculators are borrowing, in order to buy 
d hold goods. Trade is in a dangerous condition. (Those 
whose business it is to lend money are among the first to 
read the signs of the times; apd they begin to think about 
contracting their loans^ But they can not do this jvithout much 
disturbing trade. If they had been more chary of lending at 
an earlier stage, they would simply have prevented some new 
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business from being undertaken ; but when ii is once under¬ 
taken, it can not iJe^abandoncd without a loss of much* of the 
capital that has been invested in it. Tracing companies of all 
kin<fs have borroM'od vast sums wjth w'hich thej' have begun 
to build railways and docks and ironworks ai]p factories; 
prices being high they do not get much building done for their 
outlay ; andthoiigh they^re not yet ready to reap i)rofits on 
their investfbent, they have to come again into ftie i|iarket to 
borrow more capital. The lenders of capital already wish to 
contract their loats ; /and the demand for more loans raises the 
rate of interest very high. Distrust increases ; those who have 
lent become eager to secure themselves and refuse to renew 
their loans on easy or even on any terms. Some speculators 
have to^ell goods in order to pay their debts; and by so doing 
they check the rise of prices.^ This chc'ck makes all other 
speculators anxious, and many rush in to sell. For a specula¬ 
tor who has borrowi'd money at iutcre.st to buy goods may 
be ruined if he holds them a long time even while their price 
remains stationary ; lie is almost sure to be ruined if he holds 
them whife their price falls. (When a large speculator fails, 
his failure generally causes tJiat of others who have lent their 
credit to him ; and- their failure agaiv that of others.; Many 
of those who fail may be really ‘ sound,’ that is, their assets 
may exceed their debts. But though a man is sound, some 
untoward event, such as the failure of others who are known 
to be indebted to him, may make his creditors suspect him. 
They may be able to demand immediate payment from him, 
while he can not collect quickly what is owing to him ; and the 
market being disturbed he is distrusted ; he can not borrow, 
and he fails. As credit by growing makes itself grow, so 
^hen distrust has taken the place of confidence, failure and 
panic breed panic and failure. The commercial storm leaves 
its path strewn with niin) When it is over, there is a calm, 
but a dull, heavy calm. (I'hose wholiave saved themselves'are 
in no mood*^to venture a|ain'^; companies whose success is 
doubtful are wound up ; new companies can not be formed. 
Coal, iron anfi the other Materials for making fixed capital 
fall in price as rapidly as they rose^ Iron works and 
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ships are for sale, but there are no buyers at any moderate 
price. 

“Thus the state of trade, to*use the famous words of Lord 
Overstone, ‘ revolves apparently in an established cycle, first 
we find it in’^a state of quiescence—next improvement, growing 
confidence, prosperity, excitement, overtrading, convulsion, 
pressure, stagnation^ distress, ending again in quiescence.’ ” 

233. iQprio'dioity of Panics.—So frequently hafe trade and 
industry made this weary round, that the writers on finance 
have undertaken to establish the law of the periodicity of 
panics anft hard times. The term of ten ye.ars is that most 
often fixed upon for the completion of the cycle. There is at 
least a very curious series of coincidences to give some sub¬ 
stance to this hypothesis. 

But whether there .are, indeed, forces oper.ating which bring 
about commercial convulsions and industrial distress at rejru- 
lar intervals, or not, it seems clear that, under the conditions 
depicted in the first part of this chapterj^it is iiu vitable that 
the producing and exchanging body Should .alternate fre¬ 
quently and even violently between a state of dept^ssion and 
partially susjiended activity, and a state of highly animated, 
excited, almost convulsive exertion, in which the agencies 
alike of production and of exchange .are strained to their ut¬ 
most to meet demands which .arc stimulated to thb highest 
extravagance by a universal passion of speculation. 

234. Loss of Productive Force.—It is evident tlc't this is 
not an order of things under which the largest production of 
wealth takes place. The two extremes do not offset each 
other, with the same result asjf production had been proceed¬ 
ing calmly and equably through the entire period. On the 
contrary, each extreme involves great and permanent loss of 
productive force. There is much misdirection of energy, 
much waste of material, much vit.al injury to labor power and 
capital power, in the haste and strain and fever of highly 
stimulated effort. 

On the other hand, the long, dull spell of inactivity that 
succeeds is not given wholly to recuperation of Exhausted en¬ 
ergies, renewal of stocks of materials, repair of machinery and 
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plant/' It is not a waste of time, merely, involving a propor¬ 
tional loss of productive power: that inactivity becjomes'itself a 
cause of mischief, (it induces in the working classes a lethargy, 
a despondency, a recklessness, whjch are forces productive of, 
evil.) It generates habits of lounging and of drinifing, perhaps 
of tramping, which may not be shaken off even with renewed 
employment. 

236. “H^rd Times.”—Nothing needs tote s>dded, of 
clearness or of force, to Prof. Marshall’s statement of the 
course which trade and industry run from the time^ they first 
cross the line of reviving prosperity to the moment they 
plunge into the abyss of broken credit, falling markets, com¬ 
mercial panic, failing banks, and general distress. But there 
is one industrial phenomenon of great significance in respect 
to our question, why the actual production of a community ) 
comes so far short of it8_productive capability? which econo-; 
mists have not been accustomed to explain : this is, the long 
continuance of the periods of industrial depression and of 
restricted production. 

It will readily appear that, /after running such a rig as has 
been described, the .agencies of trade and industry will require 
time to refit. The track must be clefired of the wreck. The 
places left vac.ant by the casualties of the great crash must be 
filled by new men. But the actual time covered by the period 
of depression is sometimes much longer than can be accounted 
for by. the mere loss and destruction of a panic. “Hard 
Times ” are protracted long after the capital power and the 
labor power of the community are in condition to resume their 
interrupted functiong,y' ^ 

For several years after the panic of 1873, in the United 
States, industry did not reach its former proportions. During 
that period "vast amounts of labor power and capital power 
remained unproductive. Tens of tljoHsands, if not hundreds 
of thovisands, of laborers were unemployed; an even greater 
number were employed oAy on half or three-quarters time. 
Hundreds of furnaces were out of blast; thousands of water¬ 
wheels ceased to turn ; thousands of engines stood still. Tet, 
during this'time, these workmen had occasion to consume 
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food and clothing for themselves and their f^ilies ; needed tc 
work to*earn,the meaqs, and were honestly willing, yea, heart¬ 
ily desirous to work. All this time the owners of capital 
^ere ready to secure a return for their investments, if they 
could find opportunity ; the conductors of business were eager 
tq win a profit by employing their abilities and experience in 
productive industry. ' Why, then, -wits it, when all were will¬ 
ing to wrwk and needed to work, that they did not,work? 
What was the force that kept these laboring men, these 
water-whe^s and engines, these capable confluctors of busi¬ 
ness, idle so long ? 

236. Diversified Prodaction.—We have seen that, as so¬ 
ciety makes progress toward a minuter organization of^indus- 
try, productive capability is enhanced, but that, coincidently, 
at each stage, the opportunities for misunderstanding between 
the body of prodycers and the body of consumers are greatly 
multiplied, while labor power and capital power fall more 
under the control of men of exceptional jibilities, with whom 
comes to rest all initiative in production. 

Now, if wo examine the list of articles sold in the market, 
in a modern community, we shall find some of them supplying 
wants which are constaift and vital. We shall find others 
which minister to the most delicate tastes or gratify jnly the 
merest casual fancies. In a country like England, France, o» 
the United States, tens of thousands of laborers are employed 
in producing articles of the most trivial character: fiioworks, 
toys, bonbons, fripperies of dress, while hundreds of thousands 
more are employed in producing articles deprivation of which 
would not indijce cold or hurger, or intpair health, or be 
incompatible with public decency or personal self-respect. 

237. Propagation of Economic Shocks.—Let us suppose, 
as the result of a period of prosperity, the variety of products 
to have been carried to a .very high point,^when a disaster, 
primarily affecting either industry or trade, it. lyatters not, 
befalls a community.1 It may be a great fire, or a great flood, 
or an epidemic of yellow fever, or the destructipn of some 
leading crop. No matter where it comes from, or where it 
^rst strikes, the immediate effect is to diminish the productive 
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power of tJio coiiiiiiuiiity, as a wJiole.) At onoe the consump¬ 
tion of those article's which are least essential to comfftrt and 
decency is checked. If w'e suf)pose the thousands of articles 
known to the market to form twenty-six {groups, A to Z, their 
utility to the consumer regularly declining from the top of" 
the list to the bottom, we may assume that the first effect of 
the calamity will be to ♦’•educe the,consumption of articles 
forming grfmps X, Y and Z. No niattiw, as d’e si^d, where 
the blow first falls, the Laborers affected produce for the time 
less, and must Aimit their own consumption accordingly, 
which they do by restricting their use of articles below W. 

The labor and capital em})loyed in groups X, Y and Z, 
can not easily or soon be transferred to other groups. The 
laborers, especi.ally, find that the present is no time to seek 
employment in other avocations. They must stay where they 
are, and do the best they can there. Hence they find them¬ 
selves employed on ji.art time, and at reduced wages. The 
sums they formerly earned weni cxj>ended in ])urchasing 
articles all the way from A to Z. In their sudden poverty 
they are'obliged to cut off their own consumption of all 
articles except those -wMiiclw are necessary to comfort and 
decency, say from A to M, inclusive.. 

But this action of producers X, Y and Z involves a 
djjminished demand for jiroducts, N to W. Each group of 
producers, at this end of the line, 'are obliged to curtail still 
further^their consumption of articles X, Y and Z, while pro¬ 
ducers from S to W begin to restrict their use of articles 
below T. This action, however, becomes at once the cause of 
new effects. The unfortunate representatives of X, Y and Z 
are now obliged wholly to deny themselves all ’products from 
II downwards; j)roducers T to W,an turn have to give up 
indulgence in products below N ; producers N to S, in conse¬ 
quence, no longer purchase products below R. 

The^ shock next reaches groups I toM, who have to dimitiish 
their consumption, to correspond to the reduced demand for 
their own products ; X, Y and Z are now glad to get enough 
of A, B, C and D to barely subsist upon ; while S, T, D, TJ, 
V and W carrj’ their retrenchment upwards, till they stop at 
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M. And so the movement goes forward until the favored 
prodncoi>s A to B—favored, in that the articles they produce 
are of vital imj>ortance—experience some diminution of de¬ 
mand, and, producing less in ^consequence, have less to give in 
exchange for the products of others. So a stone, thrown into 
a lake, sets in motion a wave which extends outwards in all 
directions till it reaches the bank, e*en in the most retired 
nook alonj^ the‘shore. 

238. Aggravation of Economic Shocks_It is evid< nt 

th.at, were the community perfectly intclligc'fit and self-])os- 
sessed, the ultimate result of this ))lay of forces wotdd be the 
distribution of the whole initial shock over the entire produc¬ 
ing bodv. No addition would be made to the shock as the 
movement proceeded, and the effect upon e.ach succci.ssive 
group of producers reached would be h'ss and less. Those 
producing articles^tin; most essential to life, health and social 
decency would suffer to hardly an aj>j)reciable extent, as the 
w^ave set in motion by the rock thrown into the lake becomes 
the merest ripple against the shore. 

This is all that is necessarily involved in the ])ro])ag.ation, 
through economic media of perfect elasti(!ity, of an original 
blow like that assumed. • In fa(;t, industrial injuries are at 
times distributed in this way throughout the jtroducing body, 
without panic, without ajiprehension, even without observa-« 
tion. 

Let, however, the shock be sharp and severe, an i.com- 
igunicated in some stortling form, and let it oc'ciir when the 
public mind is in an apprehensive mood, or when the com¬ 
mercial body is unstning by political or social disturbances, 
and we may seethe impulse projmgated with increasing force, 
from subject to subject, till the mov<*ment acquires fearful 
violence. 

239. The Industrial Panic.—The commercial panic we 
are all familiar with, by experience or report. We jinowjiow 
some slight cause, acting on the fears and imaginations of 
men, will overthrow the financial structure of. a nation in a 
few weeks, perhaps days, prostrating the proudest houses, 
and spreading ruin far around. There is nothing that can 
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Stand against panic. One man’s fear makes another man 
afraid. One man’s fall brings down ,another,,who,' but for 
that, might have stood firm ; and thus the mischief proceeds, 
^rom bad to worse. So much for the trading body. 

The progressive aggravation and acceleration of the forces 
of mischief throughout the producing body takes place npt 
less sandy, though it is here less osteusiVe. ^ 

■' ’A manufacturer feels the demand for his goods fall off 
somewhat. • In ordinary times he wohld receive the fact as an 
iritim.ation to reWucc his production, but only to a ^'orrespond- 
ing extent. Indeed, in good times he would receive that 
intimation in a somewhat skej)tical .spu'it. .lie would not be 
disposed to believe that any serious check was to be ex¬ 
perienced. He would look to see trade start up again, aiid, in 
this mood, would reduce his production somewhat less than 
correspondingh\ To that extent, he would speculate : that is, 
would anticipate events and discount the future. For the 
moment, then, he w^ould transmit the shock, not aggravated 
but mitigated. 

Ibil let the shock be at first severe, and let it come upon 
the publie mind in a suspicit)us mood, and the matter will take 
another turn. The merchant fecls'the demand for his goods 
fall off .abruptly. lie fears there is more to come. He is 
determined not to be caught with a large stock on his hands, 
and, in his orders to the manufacturer, he exaggerates the 
natural and proj)er effect of the change in the market. ■ The 
manufacturer, on his part, knows nothing directly of thf 
actual falling off in demaiid. lie only learns it as it comes to 
him heightened by the apj)r(ihcnsions of the, merchant. In 
his turn, he exaggerates the evil and reduces his production 
more than proportion .ally. Ilis anxiety now is, not to make 
a profit, but to avoid loss.) He knows he will be safe if he 
runs his mill on half or three-quarters time. 

And it is here that the cause indicated in ))ar. 231 b’egins 
to operate with great an^ destructive force. i^The entrepre¬ 
neur’s personal concern in production being derived wholly 
from his contemplated profit,j which may be but a small per¬ 
centage of the value of the goods produced, his individual 
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interests may, for the time, become divorced from those of 
his laborers or of the general community, .fa bis anxiety to 
sa\re himself, he may act^with' as much needless cruelty as 
men do when panic-strickenjn a fire or a wreck. 

240. But the action of manufacturer Z, whether wisely or 

unwisely taken, becomes, as we have seen, an element in the 
conditions of produetioiv for all the lower letters of the 
alphabet. » As ^le pays less wages, his workmen hitvc less to 
sjiend for the products of other branches of industry. 'Fhe 
merchants m these lines, feeling the falling toff in demand, 
exaggerate it in their orders to manufacturers, csj)ecially 
manufacturers X and Y. These, in turn, a2(j)rchen8ivc of 
worse to come, curtail their operations more than correspond¬ 
ingly, and so the movement proceeds, with increasing 
violence. 

And, let us re 2 )eat, however unnecessary Z’s action in 
reducing his production below a certain j)oint, yet, if he 
actually does so, that action makes a corresponding reduction 
in X and Y’s operations a necessity of their situation : just as 
truly so as if Z had a good reason for what he did.* And if, 
in turn, X and Y become alarmed} and overdo the thing, that 
of itself constitutes an oUigation upon manufacturers higher 
in the alphabet to cut down work and wages. 

241. How Par may this be Carried ?—Two questions aris^ 
upon this view of the jiower ’of apprehension and suspicion to 
aggravate the force of any industrial or finamdal shoe’:. The 
Jrst: how far may it be carried ? the second, how long may 
it last ? 

May the movement to check, production proceed until all 
industry is locked fast in “ a vicious circle ” : no one produc¬ 
ing, because others will not consume, while no one is able to 
consume the products of others because he himself produces 
nothing with which to bny^ them ? 

I ^hswer, no. .The staple industries, especially those yield¬ 
ing the necessaries of life, will neVer be suspended. The 
demand for their products is so constant aiid certain that 
panic has little power over themt, Groups A to will, there- 
^fore, continue to produce nearly as much as before; not, 
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indeed, quite so much, because there will be individuals, 
thrown out by the revolution at the foot of the qlphabet, who 
are unable to find a new place where they can produce enough 
to purchase ev^ the barest subsistence. Groups E to It, oj 
K, moreover, having to do with articles essential to comfort 
and social decency, will withstand the shock communicated 
to them sufficiently to t,naintaiu as production not very far 
below thai of good times. t 

Now, so long as A to D produce liberally, and E to II or 
K, still product? considerably, all persons employed within 
those groups will have the means of purchasing the pro(|ucts 
of groups further down the list ; and, so industry will be kept 
alive, though but just alive, in those groups which produce 
articles not esstmtial to life, or ht'alth, or decency. 

242. How Long may such a Condition Last ?—I answer: in 
theory, it may last indefinitely. Practically, it is liable to be' 
terminated, after a longer or shorter ja’riod of suspense, by 
reviving courage and enterprise on the part of men of affairs, 
or through the stimulus to production administered from j 
some quarter. It may be so slowly .as to be almost imper- / 
ccptible ; it may be so rapidly as to outnin calculation, 
that the expansion takes pkace. This will depend much 
on the natural temper of the community; much on the 
^medi,atc cause provoking renewed enterprise; much on 
accident. 

The^one essential condition is that speculation be initiated, 
that is, that men begin to look ahead, to anticipate demand^ 
and to discount the future. 

One man begins to produce,*no longer on orders, no longer 
cautiously and fearfully, as if it were too much to believe 
that his goods will be taken off his hands, but in a sanguine 
spirit, assuming the initiative in production, and boldly 
encountering its risks. Producing ynore largely,liis workmen 
have piore to offer for the products of other industries, which 
IS of itself a reason for a Targer production in these branches, 
whose managers and proprietors respond in the same spirit. 
Finding the demand inen'asing, they act as if they believed it 
were about to increase still further. They produce somewhat^ 
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in antic^ation, and thus give their hands more to offer in 
exchange for the products of still other industries. From 
day to day the movement proceeds, gathering force a§Jt 
p>e8, and jiroductiou swells poiitinually under the contagious 
influence of hope and courage, just as before it shrank and 
shriveled under the breath of fear and panic. 

I have said that peculiarities of*national character lia\e 
much to *do with the speedy or tardy revival of production. 
Nowhere ought recovery to be more rapid than in the United 
States. Among no people is there more <)f flastieity, greater 
alertness of action, more readiness to assuim- responsibilities 
and to run risks. Nowhere, too, docs nature afford an ampler 
margin for subsistenw', or more abundant material for^the re¬ 
pair of mistakes .and misadventures. 

.243. Two Ex:amples.— The history of the panic of 18.')/ 
offers a capital illustration of the facility with which the 
Amene.an ])eoj)le recover from the sharpest contraction of pro¬ 
ductive industry, where nothing withstands the revival of 
trade, jind where no second shock remains to be exnerienoed. 
The country was in a generally sound condition, both as to 
capital and credit, w’hen tlie blow' fell. ’ As the result, industry 
htid scarcely shrunk to its minimum, under the influence of 
panic, w'hen the enterj/rise and courage of merchants .and man¬ 
ufacturers began to cause expansion. ATithin a few months 
production was again at thf- limits of our capital power and 
labor power. , 

^ When the })anic of 1837 came, thc' country was in a w'retcl:ed 
condition, through the misaj)j>lication of cajhtal and the wide 
extension of credit. ,, 

The buoyancy of the n.ational tempci led, even at this time, 
to a speedy revival ; but the succeed mg shock of 183!) threw 
the country back again, and the fear .and distrust thereby en¬ 
gendered kept the euergies^of the n.ation in a state of [lartial 
repr(*sion through a long period. Such may bci tl^e influence 
of a single instance of hard fortune uj/on reviving industry. 

Quite as prejudicial to expanding production i.s^the contin¬ 
ual apprehension of hostile or m«'ddlesome legislation. When 
the whole body of business men are soec from disasters ; when 
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much of the industrial and commercial structure still lies in 
ruins, it takes hut little to check the disposition again to 
adventure capital. That little is abundantly supplied by the 
popular apprehension of legislation unfavorably affecting 
money and credit. It need not be a great thing under a 
man’s arms which will so increase hk margin of buoyancy as to 
enable him to float for hfmrs. It is a very small thing around 
a man’s nedk which will so diminish his margin of buoyancy- 
narrow at the best—as to drag him to* the bottom. 



PART IV. 


DISTRIBUTION, 


CHAPTER I. 

THE PARTIES TO THE 1HSTEIHUTION OP WEALTH. 

244 . Distribution as a Department of Political Economy. 
—Under the title, Distribution, we inquire, what are the 
forces which divide wealtli among the several person.s, or 
classes of persons, who have taken part in its production ? 

In a primitive condition of society, this problem of distribu¬ 
tion is a simple one. Three hunters join in an expedition, and 
at the conclusion of the chase, divide their game into three 
equal parts. If boys, or crip])les, or men of less than ordinary 
force or skill, are taken into the partnership, it is easily determ¬ 
ined what portion of a full man’s shan* eacdi such jierson 
shall receive. 

In a highly organized community, however, the division of 
the product of industry into sluires corresponding to the,num¬ 
ber of persons who have taken part in production, is a com¬ 
plicated problem. 

246 . The Division of the Vfeb of Cloth.—For example, 
let us take the case of a cotton factory, at Lawrence, which 
produces in a given time a'million y 'i-ds of cloth. We may 
suppose that this is all woven in one piece, and that e^ch per¬ 
son who has, in any way, <jontribut(;d to making this giant 
web, advances in a certain order to receive his shar^ . 

The agent for the water comj)any tirst appears, and cuts off 
some thousands of yards, inasmuch .as his company fnniished 
the power that drove the wheels below, that turned the spin¬ 
dles above. Then comes the owner of the land on which the 
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mill is built, and carries off, perhaps, a piece five times as 
large; next, the owner of the mill, who takes the, largest piece 
of _all; next, the man who gave the use of the machinery and 
loaned the working capital, and jjow measures off many miles 
of the cloth as his share. 

So far, all has gone smoothly. Though the manufacturer 
has stood hy and seen tbs fearful iiwoads made upon the web 
by the successive claimants, little has been said, and that in a 
low tone and in a business-like way.' Some reason is known 
to the manufacturer why each of these persons should receive 
so much and no less. Some calculation which he is able rap¬ 
idly to make maintains a complete understanding between 
him and them. 

Now, however, the scene changes; there remain but two 
parties as claimants to the six or seven hundred thousand 
yards that are left. On the one side we see a crowd composed 
of persons engaged in the mill as overseers, as clerks, as 
mechanics, as laborers, as “operatives,” in all, some hundreds 
of men, women and children, of varying degrees of strength, 
skill and intelligence ; on the other side, stands the manufac¬ 
turer. All that these do not take, will be his ; and as piece 
after piece is rapidly cut off, he seeixs to fear that not enough 
will remain for him, while each of them appears disaffected 
that his own share is not larger, deeming it especially a hard¬ 
ship that, after he and his comrades are served, so much will be 
left to the manufacturer. According to their several dispo¬ 
sitions, some threaten that it shall not be so again; some 
merely grumble ; others take up their little rolls of cloth and 
walk away with a patient air, as if they ho^ed for nothing 
better. 

At last the manufacturer is left* with his share. If it has 
been a good season, and all has gone well; if the cotton has 
turned out of good quality, if tlje weather has been propi¬ 
tious, with^just enough of heat and of moisture for the quick¬ 
est and most uniform spinning ; if there have been no floods 
in the river, giving trouble, and no low water, so that the 
wheel has tunied steadily and powerfully whenever the gate 
was lifted, the roll of cloth which the manufacturer will carry 
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"back into the warehouse will be large, and hip face will wear 
a contented l(¥)k. If, on the oth,er hand, any one of a dozen 
untoward accidents, rt'asonably to be api>rehended, hv. 
occurred, his share will be lest^ perhaps little, possibly nothing. 

246 . The Problem of Distribution. —It is under the pres¬ 
ent title that we inquire why it is that each of these claimants 
on the product ^f the cottcfn factory i^kes so much j,nd takes 
no more. ®f course, in the immediate ijistance that reason is 
found in the force of contract. All the other ])arties had 
agreed with»the manufacturer to allow him tlic use of their 
property, or to render him their sendees, at certain rates. 
But why did they contract at those rates, and not at higher j 
and W'hy will they, as they ]»robably will, immediat'ly proceed 
to make new contracts, ;it the same, perhaps at lower rates? 

Why, in particular, is it that the division of the product is 
effected with so little of friction or conijilaint, as between the 
manufacturer and the water compaii}', the own ’• of the 
ground, the owner of, the mill, the owner «of the machinery 
and of the working capital; while between the manufacturer 
.and the “ hands ” there is so much of dissatisfaction and 
jealousy, of complaint and irritation ? 

247 . Distinction betw>s#n the Exchange of Services and 
of Commodities. —Among those ■writers who have fjpfined 
political economy as the Science of Exchanges, distribut ion is • 
not recognized as a separ.atc ‘department of inquiry, involv¬ 
ing principles peculiar to itself. These writers find that the 
st\Jt»ject8 of exchange are, broadly speaking, two, viz., services 
and commodities, or, labor and the products of past labor. To 
carry forward this distinction is not consistent with the sim¬ 
plicity of the science which these writers have in contempla¬ 
tion. The difficulty is soon resolved. They discover that 
commodities are, after all, nothing but services which have 
tiiken on a material form, and thereafter they speak only of 
serviced, and thereby secure to political economy “ one grand 
characteristic of the great sciences, viz., simplicity.” This 
effected, the distinction between the Distribution and the 
Exchange of wealth falls to the ground. There is no longer 
any need for the former term in political economy. 
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But I venture,to assert that this forced simplicity, secured 
by compelling into a single form things having; much that is 
npt in common ; this false })eace, which disregards irrecon¬ 
cilable differences ; this hasty generalization, by which services 
and commodities are made to be one and the same thing, has 
had the effect to render political economy signally barren 
through ^.he very peribd when social’ philosophy has been 
most prolific, and, sc'condl}", to forfeit nearly >».ll jiopular 
respect for, and interest in, the 'so-called sci(‘ncc of ex¬ 
changes. ' (' 

248. “During the j)rcsent century,” says the Duke of 
Ai'gyle, in his Reign of Law, “ two great discoveries have 
been made in the science of government; the one is the 
immense advantage of abolishing restrictions upon trade ; 
the other is the absolute neOessity of imposing restrictions 
upon labor.” 

I do not quote this passage, here, for the sake of raising 
the question of Tqn-TTour Laws or f.actory inspection (pars. 
471-.“)), but only to call attention to the cle.ar, strong anti¬ 
thesis in which it j)laces services and commodities. That 
statement docs not exaggehate the general and still growing 
consent of social philosophers and legislators that the render¬ 
ing o( services differs so wideh’ from the exchange of 
‘commodities that the two must stand in different relations 
to legislation. More and more fully has this distinction 
come, to be recognized. If political economy denies the 
v.alidity of the distinction, so much the worse for politic,al 
economy, in the eyes of soci.al philosojdiers and statesmen 
alike. Surely, the simplicitycof the science ^^ay be secured at 
too high a cost! 

Equally against the pressure of' enormous vested interests, 
and against the protests of professional political economists, 
the legislation of almost every enlightened country has j)ro- 
gressed by steady steps, through the last sixty, foi-fy, and 
especially during the last twenty years, in the direction of dis¬ 
criminating vitally between commodities and services, allow¬ 
ing continually greater and greater freedom of contract in 
respect to the former, and bringing the contracts which 



SERVICES VS. COMMODITIES. 191 

involve the latter more and more completely under the 
authority and»snpervisi,oii of tlu' State. 

And yet there is comjilaint that statesmen and the mass 
the peo])le entertain such sligjit regard for political economy, 
ivhose professors, in the inlen'st of the jmrity and simplicity 
of their science, discard from the premises of their reasoning 
(par. 21) all the “ syihpathie.s, aj)athR‘s, and antipiy.hies ” of 
mankind, a»d insist uj)on treating a IVIaucliesler sjiinner, with 
a wife and six childre'n, ignorant, fearful, and poor, .as 
])ossessing 4-he same mohility economically, *and under the 
same subjection to the impulses of poeuniaiy interest, as a 
hale of Manchcst('r cottons on the wharf, free to go to India 
or to Iceland, as the dillerence of a ])enny in the pric(^may 
determine ! 

249. An Analogous Case.—Hut we shall not get a full meas¬ 
ure of the insufiicv'ucy of the reasons given for dropping the 
distinction between commodities and services, in ''.vehange, 
unless we ask what would he tlu' eonsecmences to political 
(‘conoiny of dealing in the same spirit with the analo^mus case 
of the distinction between lalxtr and cajiital, in production. 
Suppose the jxditical economist wdre to say : Cajiital is but 
the result of the labor elf the past; it is, in essence, labor 
which has taken on a material and more oi- less jier^paneiit 
form ; whatever is true of labor must be true of "apital ;• 
we will, therefore, resolve the two into one, and thus i)ro- 
mote the simplicity of ]iolitieal economy. Simjdicity, indeed! 
1»it at the cost of the loss of all signilleaiice, if not all sense. 
What sort of a political economy would that be which did 
not recognize tjie distinction Iwtween Labor and ca])ital in 
production? Yet the distinction has a singularly close 
analogy to that between’scTviees .i id commodities in ex¬ 
change. 

260. A Contest, though .not a Destructive Contest.—It 
will b^ noted that the distribution of^the ju'oduct ot industry 
involves what may be termed a perpetuiil contest between the 
parties to production. This contest is not a destructive one, 
since the interest of each of the participants requires the 
jxistence, and, by consequence, the sustentation, of all the 
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Others. Yet, within the limits consistent with this, there is 
opposition of interests. 

^251. The Parties to the Distribution of Wealth.—The 
contest is, in the last analysis, between individuals. We shall 
see that the real or supposed common interests of a number 
of producers may create a supposed class interest which will 
load thenj to act in comfert, with a subotdinatipn of individual 
preferences to the general good ; but, as a rule, tfee efforts of 
individuals are directed to a perabnal benefit. Inasmuch, 
however, as it Vould be imjiossible to work out fhe problem 
of distribution with reference to eacli man, woman, and child, 
we may aggregate individuals, according to what they have 
in common, into classes, larger or smalh'r, and may seek for 
the general law which governs the efforts of the members of 
each class towards the acquisition of wealth. 

252. Classes in Distribution.—Even if jve disregard petty 
distinctions and inconsiderable exce})tions, the prime classes 
appearing in distriJ)ution will vary in different countries. A 
classification which would fully meet the facta of industrial 
organization in India, would omit distinctions of prime import¬ 
ance in England. * 

Inasmuch as we could not, in art elementary treatise, give 
the space needed to set forth the problem of distribution in 
•each country or group of countries having a common indus¬ 
trial organization, we will consider for our present ])urpose the 
industrial organization of England. We take this, because it 
is the most highly developed organization known to industrjj,; 
because it is largely reproduced in the United States and on 
the continent of Europe, andiin Canada and .^ustralia, and is 
everywhere, among progressive peoples, more and more 
widely extending from year to year. ]\Ioreover, it will be 
easier for the reader to work out for himself the problem of 
distribution in countries of a lower organization, than it would 
be to go^from the simpler to the more complex fofms of 
industrial life. 

Under the jsystem which we have taken for the purposes 
of the present discussion, we have four classes of claimants 
upon the product of industry, and that product is accordingly 
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divided into four grand shares. These classes and the 
shares 'resj^ctively received by them ma*y be expressed as 
follows: 

1. The landlord, receiving rent. 

2. The capitalist, receiving interest. 

3. The employer, or entrepreneur, receiving profits. 

4. The employed laborer, receivi*g wages. 

The rejson for naming these several claimants in the order 
just given, will appear as we make progress in the discussion 
of the foi^es which effect the distribution of wealth. 


CHAPTER II. 


BENT. 

253. Doflnition of Rent.—Rent is the term applied to the 
remuneration received by the land-owning class lor the use of 
the native and indestructible powers of the soil, or, as it might 
be expressed, for the use of natural agents. 

That remuneration may be paid in money or in produce. 
The term land, or natural agents, must be understood to in¬ 
clude not only arable land, but pasture, timber lands, min¬ 
eral deposits, water privileges and building sites. For lie 
present discussion, howevhr, it will be best to take our 
illustrations from the occupancy and cultivation arable 
• land. 

264. The Origin of Rent Illustrated.— Let us suppose a 
community, isolated from all .others, to occupy a circular tract 
of land divided, as in the following diagram, into four sectors 
equal in extent but so differing in f rtility that one piece will, 
with BO many days’ labor in the year given to plowing, 
cultivating and harvestjng, yield 24 bushels of wheat per 
acr8, while the second will yield, with the same ampunt of 
labor, but 22 bushels, the third bu^ 20 bushels, and the fourth 
but 18. Now the assumption we have madp as to differing 
degrees of fertility in the soil of the several tracts, is not an 
^ extravagant one.. On the contrary, we might reasonably have 



>94 


POLITICAL ECONOMY. 


assumed the degrees of fertility to differ far more widely. 
“ A quarter of wheat,” says Mr. McCulloch, “ m^y be’ raised 


« 




in Kent, or Essex, or in the Carse of Gowrie, for a fourth or 
fifth part, perhaps, of the expense necessary to raise it on the 
worst soils under cultivaticm in the least fertile ])art8 of the 
kingdom.” 

In ordei; to further simplify th(' problem, we will sifppose 
that all the inhabitants of this community reside in a village 
at the center. 

256. The Ante-Bent Stage of Cultivation.—Let the first 
case taltffn be when the village is yet so small that all the 
Vlieat required for the subsistence of the poj)ulation can be 
raised upon a portion only of what we will call the 24-bnshel 
tract. ‘If the tract be held by a number of comjteting 
owners,* each acting for himself, seeking his individual in-» 

* If the tract wen; held by one jK-uson, or by several persons acting in 
concert, a monopoly would be established, and a rent might be exacted. 
Wfiat would be the limit of that rent ? Two bushels an acre, inasmuch 
as one would do better for himself to take up for cultivation a portion 
of the 23-bushel tract, paying no rent, than give more than two bushels 
for the use of an acre of the more productive land. 

But Wiis rc{it of two bushels per acre, would not be paid for the '^hole 
of the first tract, but only for !he number of acres actually required for 
cultivation in order to furnish subsistence for the community. AD the 
owners inthebombiuation would have to divide among themselves the 
aggregate sum so obtained, none obtaining so much as two bushels an 
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terest, no rent will be paid, or only a ren^ so small that for 
purpose’s of sconomic,reasoning we may disregard it. Each 
owner of laud in this tract will be desirous of securing ^or 
himself whatever compensation, if any, is to be paid for the 
use of land. But as the entire tract is not required for cul¬ 
tivation, and, as, consequently, only a part of the owners 
can receive any coiflpensation for fheir laud, an ^ctive com¬ 
petition will set in, each man offering the use of his land for 
less and less, in order to get something, until rent falls to a 
minimum, lor disappears altogether. * 

256. Relation of Waste to Rent.—And it is here w'e see 
the significance of the word, “indestructible,” in par. 253. All 
scientific reasoning about rent is based on the assumption that 
the tenant will leave the soil in as good condition as it was in 
when lie took it. Now, it is jiossible for a tenant to inqiair 
the fertility of layd, first, by,intentional abuse, or, secondly, by 
taking away its productive essences, in the crops successive 
years, without returning any thing to it in |he shape of manures 
or other fertilizers. 

It is only upon the above assumption that it would be true 
that each owner of land in the twenty-four bushel tract would 
prefer to lease it for a vc'l’y small rent, ajiproaching nothing, 
rather than not lease it at all. Unless he could be protected, 
by law or contract, against exhaustion of the soil, he miglrt 
prefer to let his land go undccujiied. But on the assumption 
stated, the proposition is true that, in the situation des<‘ribed, 
#0 portion of the twenty-four bushel tract would bring so 
large a rent that it might not, for purposes of economic 
reasoning, be tfeated as nil. • 

267. Rent Emerges.— Let us now advance to the secotjd 
stage. We will supjiose Ihat the population of the village 
has increased to such an extent that the whole of the twenty- 
four bushel tract will no longer raise, when cultivated as it 
has Kbretofore been, all the wheat required for the subsistence 

acre for his individual estate. Should any one owner try to overreach 
the others and secure the full rent for the whole of hfs own land, the 
“ring ” would be broken, competition would set in, and rents would fall 
to the minimum. 
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of the community. Cultivation will then be driven down to 
an inferior grade of soils, h. part o^ the second tract, the 
twenty-two bushel tract, will be taken up. 

Do you ask, why not increase the amount of labor upon the 
twenty-four bushel tra<^t, and so raise more wheat to the acre? 
I answer, because of the gr(>at fact of Diminishing Returns iu 
Agricultiye, which was^set forth ’in P.art II.,. with so much 
particularity. We shall now see the whole theory of rent 
built uj)on it. The fact itself is nndeniahle. In every coun¬ 
try of the worfd, and in every parish or townsl^p of every 
.country, cultivation is seen descending to grades of soils be¬ 
llow the best, because the yield from the highest grades can not 
me inpreascd proportionally to an increase of labor expended 
I thereon. 

Cultivation having, in the case of the community whose in¬ 
dustrial history we have traced so far, beitti driven down to 
the twenty-two bushel tract, rent will .at once emerge. Not 
that rent will bo paid for any ])ortion of the latter tract, 
which will all be in the same condition, as regards compensa¬ 
tion for its use, as was tlio first tract, when that alone was 
cultivated ; but for the twenty-four bushel tract, and for each 
portion of it, rent will now be pdid. Why? Because any 
pcrsoip desiring to raise wheat may better, may he not? p.ay 
^something for cnltiviiting a ])ortion of that tract, th.an culti¬ 
vate a portion of the. new lands for nothing. 

How much will he jt.ay ? Exa(aly the difference between 
tlm crops to be grown on the two soils, with the same applice- 
tion of labor, i. e., two bushels, since he can afford to pay this 
rent rather than move to thm-less productive, soil. As some 
qpist so move, the landlord will be able to exact the maximum 
rent from the present cultivator : if not, from some other. 

Let us now advance another stage, and suppose the increase 
of population to require the cultivation of the twenty-bushel 
tract. The effect of this downward movement of the IHnit of 
cultivation will be two-fold : 

First, the twenty-two bushel tract will begin to bear a rent, 
since any cultivator can better afford to pay a certain rent for 
the privilege than occupy a portion of the new land for 
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nothing. The 'amount of that rent will be determined by the 
differe'nce ip productiveness between the two tracts, being, in 
the case supposed, two bushels, an acre. 

Secondly, the tract first pultivated now brings its owner a 
rent (24—20=4), not of two bushels, but of four. It is no 
better land than it was before ; it ])roduces no more wheat 
under the saiiie apphcatwii of laboJ and capital; j’et it yields 
its owuei^a rent twice as great as before cultivation descended 
to the third grade of soils. That increase of rent takes place 
8im])ly .nd solely because cultivation has s9 descended. 

If, again, we suppose that the increasing lu'eds of the 
community recjuire tlip cultivation of the eighteen-bushel 
tract, even the twenty-bushel tra(4 will begin to bear a rent, 
viz., tw'o bushels, wdiile the rent of the next tract will rise to 
four bushels, and that of tlie most productive land to six 
bushels, or three times the original amount. 

7 , O 

258. The Law of Kent.—If wc have correctlv tr.aced the 
course of self-interest, in de.aling with the occupation of land, 
undcJi the necessity of a resort to inferior soils, we are pre¬ 
pared to state the law of rent. 

i 1. Rent arises out of difFeremvs existing in the productive¬ 
ness of different soils under cultivation at the same time, for 
supplying the same market. 

2. The amount of rent's determined by the degree of those 
differences. Specifically, the rent of any j)i(‘ce of land is 
determined by the difference between its aiinmal i ield and 
.that of the least productive land actually cidtivated for the. 
supply of the same market, under equal ai)i)lic.ations of labor 
and capital, it being assumed ,tliat the quality of the land as a 
productive agent is, in neither case, impaired or improved^ by 
such cultivation. * 

269. Cost of Transportation.—By productiveness through¬ 
out the foregoing discusijion, lias been intended net jirodue- 
tivtliess, the cost of transportation to market^ beiiig first 
deducted. 

In the illustration as thus far given, the co^it of transjiorta- 
tion has been left out of account. Let ns nowq however, 
• suppose a tract to be brought under cultivation for the pur- 
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pose of supplying this market, situated at so great a distance 
as to make the cost of transportation a considerable element 
in the problem of rent. 

If the reader will recur to the diagram, he will see that we 
have marked out a tract, at some distance from onr'villagc, 
the path thereto hearing the legend —2, by which we have 
intended lo, signify that t'ue cattle and nten taking the grain 
to market will eat, going and returning, two hushiils out of 
the produce of each acre. The net productiveness of the tract 
will tlieu be, for the purpose of determining its rental, not 23 
bushels, but 21. It will not be cultivated until after the first 
two tracts have been completely occupied. It will then be 
cultiva^tcd, but will bear no rent so long as its produce', com¬ 
bined with that of those two tracts, suffices for the sustenta- 
tion of the community. But when the increasing needs of 
population drive cultivation down to the 20-bushel tract, the 
tract in (juestion will bear a ri'ut of one bushel, which will 
rise to three when cultivation seeks the IR-bushel tract. 

260. A New Continent.— The reader will further note that 
we have connected the same community with the projeiiting 
edge of a continent, whicdi "we have named America, by a 
dotted line, to which we have attached the sign and figure —8. 
These rppresent that portion of the crop of the year which is 
given to railway coni])anies and the owners of vessels, as a 
consideration for transjjorting the grain to the English market. 
The net, produce of these lands is, then, 20 bushels. Though 
they actually yield 28 bushels to the acre, with the given- 
appli(!ation of labor, they will bear no rent till the 18-bushel 
tract of English land is brought under cultivation, wlu'n they 
will yield two bushels rent, an acre, the same as the 20-bushel 
English tract, the net productiveness being the same. 

But su))])ose this American land is of vast extent, and upon 
it can be raised all the grain which this, or any, market 
requires, what will be the effect upon rents ? Why this": no 
one will now cultivate the Englifdi 18-bushe] tract. Why 
should one, since a greater net produce can be obtained by the 
same labor elsewhere ? This lowest grade of soils, therefore, 
falls otit of cultivation. With what effect upon the rent of 
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Other parcels of land ? To answer this, let us recur to our 
formula. The rent of any piece of land is Setonniued by the 
difference between its annual' yield and that of the least 
productive land under cuItiv,ation for the purpose of supplying 
the same market. The 24-bushel English tract has been 
bringing its owner 6 bushels, an acre, rent, because, and only 
because, the IS-bushel f^act was necessarily brought under 
cultivation. Kow, however, that American land* with a net 
productiveness of 20 bushels, an acre (28—8=20) is found in 
unlimited^ainount, the margin of cultivation is pushed back¬ 
wards, and the best of the English tracts brings but four 
bushels rent; the next best but tw o ; the 20-bushcl tract 
now bears no rent, as it is in comiielition with free American 
land of indefinite i-xteiit. 

Again, assume that the introduction of Ik'sseiner steel rails 
and various imjirovements in ocean navigation reduce the cost 
of transportation of Ami'rican grain to seven bushels out of 
every 28, what will be the effect on English rents? ('Icarly 
the Ajnerician land now has a net ]iroductivcness reju'cseuted 
by 21 bushels, and, as it is of unlimited extent, all^le English 
20-bnshcl land is thrown out ot v,ult1vation—for wlio ivould 
wish to I'.ultivate it ? and* the rent of the best English land is 
reduced to thrc'c buslnds, and that of the si'cond grade to one. 

The foregoing illustration accounts sufiicieiitly for tJie great 
economic, and, by (lonsequeiice, great social change, which has 
been going on in the British Islands within the last f>. \y years. 
Jl'he reduction in the cost of trjinsportation from the American 
wheat fields beyond the Mississippi to the seaboard, and from 
the seaboard to Liverpool, has yicreased the net productiveness 
of those fields to a degree equal to the addition of several 
bushels an acre to the crt^). This has thrown out of cultiva¬ 
tion much of the poorer English land, and, by lifting upward 
the limit of cultivation, has dccnuised the norm.al rent of all 
EngMsh lands, cutting deeply, in prospect, into the^incomes of 
the land-owning class. 'Hie first effects, however, have been 
most severely felt by the cultivators of the soil, who, holding 
their farms by lease, find themselves still bound to pay the 
. stipulated rents. 
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261. Belation of Bent to the Price of Land. — We have 
stated the economic doctrine of rent. The price,pf lahd and 
its rental value stand in a cerfain necessary relation to each 
iother. Land has its price because, and only because, it ca^ 
command a rent. But while the relation between the two is 
a necessary one, being no less direct than that of cause and 
effect, the ratio between ike rent of land and the piice of land, 
expressed in terms of produce or of money, varies wjflely. In 
some countries, where the amount of accumulated capital is 
Large ; where a high degree of civil security exist? ; where 
the rights of property are respected, and where the ownership 
of land carries with it soei.al distinction and perhajis political 
influence, the price, of land may be twenty, twenty-five or even 
thirty times the annual rental. In other countries, from the 
f.ailure of one or all of the conditions indicated, land may not 
sell for more than fifteen or even ten times its rental. 

L 262. Rent forms no part of the Price of Agricultural 
Produce.—From the Law of rent, as it has been stated, we 
.deduce the very important conclusion that rent forms ne part 
of the pricl- of agricultural produce'. 

No proposition which the political economist has occasion 
to announce is so startling, at the first hearing, as this ; nor 
does any other contend against such persistent incredulity. 
Ajid yef^ no proposition can be more clearly established. We 
have seen {par. 132) that in the'B.ame market, at the same 
time, there is but one })rice for different equal portions of any 
commodity. We have also seen (par. 137) thatlnormal price, 
■ is fixed by the cost of producing that jtortion of the supply 
, which is produced at the greatest disadvantage'.^' 

Apply these principles to the case in hand. England does not 
raise all the wheat needed for the subsislencc of her j)opuLation. 
Besides cultivating the most fertile of her own fields, she 
makes heavy draughts upon the United States, France, Egypt,, 
Hungary, and the Black Sea region. For the wlieat of all 
these countries, however, so far as it is of the same quality, 
there is but one price. That price is fixed by the cost of raising- 
the million, say, of bushels which are raised at the greatest 
disadvantage, which means, in this case, .at the great&t dis- 



RENT'AND THE PRICE OF BREAD. 


201 


tance, viz., on the plains of Dakota. This wheat the English 
must have : the proof of which is found in fhe fact that they 
do have it. Now, if* they will have it, they must pay the 
cost of raising it, that is, must pay enough to induce men ’to 
go to that far-off country, undergo the privations of a frontier 
life, undertake all the risks of pioneer agriculture, and submit 
to enormous charges £or tlje transportation of their product by 
land two thous’and miles to the seaboard, and, then, tliree thou¬ 
sand miles,*by sea. If the English will not pay this price, they 
can not ha’^ethe wheat. That they get the wljeat is proof that 
they p.ay this price, which, in turn, sets the price for all the 
wheat raised in England, and for all the wheat brought 
thither, whether from Prance, from Egypt or from the Black 
Sea. Wheat may be raised in Middlesex at an actual 
cost not exceeding two shillings a bushel; but the Middlesex 
farmer will not, on that accotint, sell his wheat below the mar¬ 
ket price, say six 'shillings, which price is fixed, as we have 
seen, by the wheat from America. The difference, four 
shillings, is to be profit.for somebody ; and we will now pro¬ 
ceed to show that this body must be cither the Irfhdlord, or 
the tenant, not the agricultural laborer, and not the consumer 
of flour. , 

263. What Would Happen if Bents Were HemittedP— 
We shall best make this apj)ear by means of an illustration. 
Let us suppose that a philanthropic gentleman, whose rent roll 
is £20,(100, being greatly moved by tales of distress, k.lowing 
that the quartern loaf is very dear, and believing this to be 
due to the large rents paid for the use of land, calls his 
tenants together, and tells them that, in consideration of the 
hard times ana the great suffering of the poor, he has de¬ 
termined to remit one-half»of the rent of all his farms. What 
would be the consequence. ? Doubtless all the tenants would 
accept the proffered terms cheerfully, and humbly thank his 
honor* But would they sell the wheat at any lower price ? 
Not at all; why should they ? They can get tfie market 
price for it. That price is not fixed by the cost of raising 
wheat on their farms, or any farms for which rAit is paid. 
It. is th« no-rent land that raises that last portion of the 
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fuecessary supply of wheat which fixes the price of alj 
j wheat. 

But suppose, to imagine a most improbable case, that some 
on(5 out of the fifty tenants on this estate were to go to the 
dealer in grain to whom he was accustomed to sell his crop, 
and say : “ Mr. B., inasmuch as my landlord has remitted half 
my rent this year, I of^r you my wheat a shilling less a 
bushel, in hrder that you may sell it at a corresponding re- 
ducition to the baker.” What would the grain-dealer do ? 
(.’learlyhe woulditake the wheat, at the reduced price offered; 
but would he sell it to the baker for any less ? Or, if he did, 
would the baker, getting his flour a shilling “ off,” put down 
the price of the loaf ? Not if he were of the sort of baker that 
you aild I know. 

But perhaj)8 it is said, we concede that the farmers will not 
sell their wheat at any lower price, on account of the remis¬ 
sion of rent, hut they will raise the wages of their laborers. 
Why should they ? They can m.ake presents to their laborers, 
just as they could riiake presents to grain dealers or bakers, 
but we aro<,talking now about business, and, as a matter of 
business, why should tlK'se difty persons raise the M'ages of 
their laborers, in conse<}uence of thg generosity of their own 
landlord ? The laborers were willing to work, before, for the 
tyages'uhat were stipulated, the same wages, it m.ay be 
assumed, which other laborers in-the county were receiving. 
Why should the laborers now be unwilling to work at the 
same wages ? And if the laborers are willing to work at the 
same wages, why should the farmers pay more ? 

264. Eesume of the Subject. — These illustrations may 
seem very ehimentary, but I have known so many i)erson8, 
after a comj)leto demonstration of the proposition we are con¬ 
sidering, go away, showing, by look or by remark, that they 
still clung to the notion that rent has, somehow, something to 
do with the price of .agricultural produce, that I have thought 
it worth the space required to repe.at the demonstration and 
fully illustrate the argument. I trust it has been shown, to 
the conviction of every reader, that rent is a matter 
between the landowner and the tenant, not between the land* 
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lord and the agricultural laborer, or between the landlord and 
the consiJmer^of agi-icultural produce. 

Rent is the surplus of the ci'op’above the cost of cultivation 
on the least ju-oduetive landscontributing to the su])ply of the 
market. Admitting the private ownership of land (pars. 
493-505), that surplus, necessarily, so far as economic forces are 
concerned, is left in the ha;ids of the'landlord. There, so far 
as economic forces are concerned, it must remain. Vlie land¬ 
lord can gi\^e it away, if h(> jileascs, just as he can give an ay 
his horse, ojhis house, or any thing that is h^. lie can give 
it to his tenant, just as he could give to any one else. Dut 
if he does, it becomes a,])ure gratuity to tlie tenant, who, 
under the operation of the jirineijde of self-interest, will trans¬ 
mit it neither to the agricultural laborer nor to the consumer 
of food, but will retain it entii’e for his own enrichment. 

286. Attacks on the Doctrine of Rent _Such is the 

economic doctrine of wealth, whicdi is generally kno"'n by' the 
name of David Ricardo, though, in truth,^it was announced 
by Anderson, a Scotch exjonomist, who wrote at an earlier 
date.* 

I postpone to Part VI. the considefation of attacks upon 
the doctrine of Rent, by certain American and French 
writers. 

266. The Doctrine of Rent; How Par Applicable to* 
Actual Conditions? —The law of rent which has been 
expounded, is true only' hyqiotheticallv, that is, upon theepudi- 
tion assumed, viz., that the owners and the oeeu]iiers of land, 
e.ach for himself, fully understand their own pecuniary inter¬ 
ests, and will unflinchingly sec^ and unfailingly find their 
best market.) 

How much does this mean ? A gn'.at deal; more than ever 
was realized in any country, at any time, though it h.as been 

*It is not, however, wholly inajipropriate to join the name of Ricardo 
to this dwctrinc, on account of the great force ami clearness vyith vdiich 
he expounded and defended it. Anderson's statement of the same prin¬ 
ciple. though perfectly correct, was so made as to attract no attention, and 
it was not till long after Ricardo made the doctrine famous, that it 
became populiwly known that the substance of it was contained in 
Auderson’s work. 
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far more nearly approached in some than in others. (Just 
what is implied in the above assumption ? , 

On the landlord’s part that*(1) he would as soon take a new 
tenant as retain one whose family had been on the soil for 
centuries; that (2) he will entertain no other consideration 
than the realization of the largest possible rent; that (3) ho 
knows alHhe facts which in any way hear upon the highest 
rate that could he charged for the use of tlie land without 
driving away all would-he tenants. 

On tlio tenant’s part, that (1) he has the meaps to place 
himself elsewhere ; that (2) ho <!ould carry with him the value 
of his stock and fixtures, and of any, improvements made dur¬ 
ing his tenancy ; that (3) he knows and can intelligently can¬ 
vass the varying advantages of a sufficienfnumber of locali¬ 
ties to make his e.hoicie ])ractieally indefinite ; and that (4) 
neither indolence, nor inertia, nor dread of change, nor love 
of home, friends or country, M’ill intervene to keep him from 
his best market : that is, where he can rent land, of a given 
degree of productiveness, at the lowest annual rate* 

The reclc..l of the foregoing conditions shows that Ricardo’s 
‘law does not furnish' a formula by which the rent of a 
single piece of land can be detwrmined in advance. The 
doe.timie is true only hypothetically, and the conditions 
•assumed exist nowhere. 

267. Yet this hypothetical doctrine of rent is by no means 
to be, regarded as vain and illusory. It is, on the contrary, of 
vast importance. It must be fundamental in any correct 
theory of the distribution of wealth. No projectile ever 
describes a perfect parabola„Bince the resistance of the air 
and the force of the wind will interfere to prevent an abso¬ 
lute compliance with the law of the projectile. Yet the artil¬ 
lerist must always have reference to that law in pointing his 
piece, making such allowance for disturbing influences as 
existing 'londitions may seem to re(pnre. Any atteenpt to 
explain the partition of the product of industry which should 
leave Econonjic Rent out of account, would be either futile 
or deceptive. 

In some countries, notably in the United Statefe and in 
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England, Ricardo’s law furnishes the great underlying prin- 
ciple accordiiig to wh\ch, with more or less of divergence 
from general or from local and individual causes, a(;ti^l 
rents are primarily determined. In other countries, like those 
of continental Europe generally, where custom operates 
powerfully upon the rental of land, the doctrine is still of 
importance ; first, as Clearly furnishhig the outsidji limit of 
rent; secojidly, as establishing the proposition that the 
question of rent or no rent, of high rent or low rent, is purely 
a que8tion*between landlord and tenant, nfit between the 
employer and the employed, and not between the jjroducer 
and the consumer of food.- 

208. Rents in the United States.—Wo have snid thj,t in 
some countries the econonii<! doctrine of rent funiishes the 
principle which primarily determines actual rents. The 
United States offqr the most striking illusti'ation of this. So 
completely is the American mind imbued -with the feeling 
that a thing is worth what it will bring; little sympathy is 
here found for the notion of classes which, by reason of weak¬ 
ness, must be hedged in from competition outsida 

forces ; so vast are the tracts of arable land not yet occu¬ 
pied ; so freely do our peflple move from jdacc to place ; so 
slight are their attachments to hxiality, that no j)rejudice jjrhat- 
ever would be created by a landlord’s demanding the utmost* 
rent which the tenant could, and in the result, would, pay. 
The fact that the tenant actually jiaid the rent demanded 
would be proof sufficient that In' ought to pay it; that the 
land was worth it, and that the Landlord showed only a 
proper sense of Jiis own interest*in advancing the price. 

Nay, should the tenant refuse to pay the imweased rent and 
give way to another, I know not an American community 
where odium would attach to the landlord. It would be felt, 
it would be freely said : U the tenant is not willing to pay 
the prfbe of the land, let some one take it who is. And what 
is true of the United States in this particular, is true probably 
in nearly equal degree of Canada and Australia, new coun¬ 
tries exhibiting the same general conditions of social life. 

J Here we see the unrestrained operation of the principle of 
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competition, with a wholly beneficial result. The tenant and 
landlord, being substantially on an equjility as to intelligence, 
enJcr})riBe and freedom of movement, seek each his own inter¬ 
est, yet without injuiy to the otlier. 

269. English Bents.—When, liowH'ver, we reach England, 
we find a new' force entering acti>'e]y to influence rents, all 
on the sii^/^ of the tenaift. Here rtie stnitiiue^it is universal 
that there are el,asses which, by reason of wealth,^ education, 
and social jiosition, .are bound to do and to forbear much, out 
of regard to the'interests of classes deemed to be jjtrmanenlly 
and hoi)eless]y weak. 

The gentleman must never forget, in dealing w'ith his ser- 
vantsj his Laborers, his tenants, and even in som(‘ degree his 
trades’ people, that he is dealing with inferiors and depend¬ 
ents, who are, in a sense, under his jn'oteelion, who can not 
easily difend themselves against enero.aehmpnt or fully assert 
their own interests, and that, in eotiseijuence, he is bound to 
act Honiew'hat differpntly, it may be ver^- (Uff<>i-ently, from what 
he Avould were he de,aling with his equals. • 

But it is n( regard to land that this sentiment oi)erates with 
tlie greatest force. It wohld be impossible for an English 
landed projirietor to feel that freetlom in regard to raising 
rents ^hieh characterizes the action of an American land- 
tiwner. A genthunan there Avho should undertake to force up 
rents, acting on the ju'ineiple tha't, if his jireseiit tenants could 
not o? Avould not pay his jnhu', he Avonld find others to do it, 
would feel the lash of public indignation descend on his bae,k 
till life was m.ade a burden to him. Instead of gaining 
increase of style and state through an enlargement of his 
rent-roll thus obtained, his social standing would be destroyed. 

With public sentiment thus actiflg stia)ngly and steadily in 
restraint of the natural impulses of the landholding class, we 
should look to see a divergemu* p( actual from theoretical 
rents, all nn the side of the tenant’s interest; and such, fiideed, 
W'e find to have been the case down to the time when, per¬ 
haps ten years ago, Americian c<>m]ietitiou began to ojierate 
W'ith prodigious and altogether unju’ceedented force. “The 
rent of agricultural land,” wrote I’rof. Thorold Rogers, “ is 
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eeldoni the maximum annual value of the occupancy; in many 
cases is considerably bplow such an amount.” 

270. Customary Bents on the Continent of Europe.—On 
the Continent of Euroj)e, reits are, in general, not (letermined 
by competition, but by custom, to which Mr. Mill has assigned 
the same, beneficent function in economics it has alw.'iys per¬ 
formed in the ,s]iherd of politics, as*“the most pojverful j)ro* 
tector of the wc.ak against the strong.” In Switzerland, 
France and Italy, rents were formerly fixed almost uni\ersa!ly 
by the (mttom of the country, at a (tertain dtliiiitt' ])ortion of 
the produce of the Land. This spetnesof tenure, known as the 
Metoyer tenamy, h.as b('('n fully recognized as giving to the 
peasantry the use of land at less th.an the maxiniTim rcyts, as 
determined by the apj)lication of the purely economic for¬ 
mula. So strong is custom in protecting the tenant’s inter¬ 
est, in these countries, that oftentimes it hajipens that, where 
cities have sprung up during the continuance of a family upon 
the soil, giving a local market for produce, and, by couse- 
quencet raising prices, the landlord, even in admitting a new 
family to the estate, does not attempt to exact tfJarger share 
of the produce. 

“A projirietor,” say# Sismondi, writing of Tuscany, 
“ would not dare to imi)ose conditions unusual in the coijiitry ; 
and, even in changing one metayer for .another, he alteilt 
nothing of the terms of the etigagement.” 

271. Bents in Ireland.—We have sc'cn how far ^actinal 
»iay be made to diverge from theoretical rents, all on the 
side of the tenant’s interest, by the forct' of jmblic sentiment. 
Let us now turp to a country where, in the time of which we 
are to speak, the pojmlation was not homogeneous ; where 
prejudices of race and religion h.ad engendered animosities 
that descended from generation to generation; where no 
friendly public opinion stQod guard over the interests of a 
peasaAtry whose improvidence concurred with th^ greed of 
the landlord class in exciting a fierce and unremitting competi¬ 
tion for the occuj)ancy of the soil. , ^ 

The story of the wrongs done to Ireland is so familiar that 
it is needless to enter into details to show why it was that in 
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Ireland nothing intervened between landlord and tenant to 
break the force of competition. It was not merely'that the 
two classes were of differerit races, of different religions, and 
in s(/me degree also of different speech. The confisciitions 
and colonizations of Elizabeth, the wars of Cromwell, and 
lastly the Penal Code, of which the temperate ]I,allam says, 
“ to have exterminated tile Catholics by the sword, or expelled 
them, like tlie Moriscoes of Spain, would have been little 
more rejmgnant to justice and humanity, but incomp.arably 
more politic ”—-lihese were the j)rime causes which *'iad engen- 
der(>d antagonisms and animosities siieh as have rarely, in 
modern times, divided the })opulati(xn of any land. 

272- I>' addition hereto another and im)st potent cause 
contributed to the severity with w'hich rents were exacted. 
This was absenteeism, a great j)art of the soil being owned by 
landlords who resided in England and transacted their 

” I 

business thrtmgh loe.al agents, or through “ middlemen,” who 
assumed the estimated rental of large estates and wrung from 
the peasantry whatever tliey could. . 

By a kiVu of natural selee.tion, o>it of these agents and mid¬ 
dlemen came to be devt'lojx'll a distinct spe(5ies of social animal, 
peculiarly fierce and cunning, of preternatural acuteness to 
search out every jxossible occasion for fresh exactions, with 
heart of flint and face of brass. Only men with a natural 
aptitude for exaction, distraint abd eviction were selected for 
such a work ; years of practice made them perfect in the arts 
of extortion, while the consciousness of being despised and 
hated to the point of frenzy choked every casual thought of 
pity, and made absolute heartlessness both^ a professional 
virtue and a condition of self-preservation. 

Such was the situation in Irelaild, on the part of the land¬ 
lord class, furnishing all the conditions necessary^to a rigid and 
relentless enforcement of rent, up, to the economic maximum 
— i. to»the extent of giving to the owner of the land the 
entire surplus produce above the cost of cultivation on the 
poorest soils. . 

278. How was it on the side of the peasantry? Were they 
prepared to supply the conditions which should prevent 
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eompetition from becoming disastrous, destructive ? Un¬ 
fortunately, ,tlie peasautly of no country* in Europe were 
less fitted to enter upon such a struggle with the landlord 
class. Sanguine, improvident oven to recklessness, the Irish 
people clung the more closely to the land the more miserable 
their lot; multiplied at a rate inconsistent with the capacity 
of the soil for providing subsistenlie, and competed among 
themselves for the occupancy of smaller and continually 
smaller parcels with a passionate eagerness. Had it been a 
stationary!population, like that of France, \fhich entered on 
this struggle for the fruits of the soil, the jioasaiitry might 
have had some chance ; .but, with a jiopulation at least fifty 
per cent, beyond the capabilities of the soil to support, as the 
art of agriculture was then jiracticed, while every year largely 
increased the number of eager, penniless competitors, misery 
could hardly fail to result. 

In the situation described, it was a matter of course that 
rents were advanced to the full limit allo^wed by the law we 
have stated. But there was more than this and worse than 
this. Rents were demanded by the agent, oj^iiddleman, 
rents were even offered by the peasan'try in the eagerness of 
their competition, in exce«is of the economic maximum ; in ex¬ 
cess of what could possibly be paid ; in many cases in excess, 
incredible as it may seem, of the whole annual produce of 
the soil.* 

274 . But, it may be asked, if the tenants could not pay the 
jents, what harm to promise them ? The landlords clearly 
would be disappointed ; but how would the tenants suffer V 

The injury done to the peasantry through this cause was 
threefold. ■ 

First. The whole possible produce above the bare necessi¬ 
ties of subsistence, belonging to the landlord, the tenant had 
little interest in the crop or in keeping up the productiveness 

* Cottier rents are nominal in pecuniary amount, because^ thee* rents 
are fixed so high that it is impossible for the cottiers ever to pay them. 
The nominal amount of the rent far exceeds the whole produce which 
the land would yield.—H. Fawcett, “ Pol. Economy." This statement is 
.probably somewhat too sweeping. 
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of the land. Having nothing to hope for, and being in so 
bad a plight that there was nothing but evictipn to fear, all 
inspiration died out of the cultivation of the soil. What was 
done was always the least and*the meanest that could be 
done. 

Secondly. The promise of excessive, and indeed impossible, 
rents kep|. the tenant aR’ays in debt to his landlord. Hope¬ 
less debt differs little from slavery. The Irish cottier lived 
by the breath of the agent or the middleman. 

Tliirdly. Tin? joint effect of the causes descributd was con¬ 
tinually to lower the st.andard of living, and consequently the 
cost of cultivating the no-rent land, or lowest grade of soils, 
by leaking the peasantry reckless regarding the increase of 
their numbers. 

275. Effects of Unequal Competition.—In the foregoing 
description of the state of the Irish tenantry prior to 1844, we 
have an illustration of,the results of an unequal competition. 
That same force wjiieh in the ITnited States, operating upon 
an intelligent, .alert, .active, aggressive population, under equal 
laws, proJt.'.ces effcads oidy beneficial, in Ireland, under the 
conditions recited, produced disaster. 

276. Actual vs. Theoretical E^nts.—We see, then, that 
pra(j^.ally there may be three classes of cases in respect to 
Vent. 

First. Where, under aetive competition, with both parties 
substantially on an equality in respect to intelligence, alert¬ 
ness and freedom of movement, with no laws or habits ftr 
sentiments opposing the exaction of all which any thing that 
is the subject of bargain and sale may' bo worth, rents, 
as in the United States, conform nearly to the Bicardian 
formula. ' 

Second. Where, among a population presenting wide dif¬ 
ferences of wealth and intclligenqe, and perhaps, also, of rank 
and,political power, sentiments of personal kindliness and 
mutual rcgiird between landlord and tenant, and a strong 
authoritative .opinion throughout the community respecting 
the obligations imposed by the ownership of property, espe¬ 
cially of landed property, serve, as in England, and in many 
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countries of the continent of Europe, to reduce the pressure 
of the landowning upon the tenant class * making tlie land¬ 
lord slow to seek occasions for raising rent; reluctant in forc¬ 
ing matters with the tenant to extremity, and altogether 
unwilling to j)roceed, in the case of a decent, well-meaning 
tenant, to distraint and eviction. Hence it conies about that 
rents vary widely from the EicardiJn formula, ali^ays on the 
side of the tenantry. 

Third, iviiere, with a tenantry ignorant, improvident, per¬ 
haps reckh-ss in respect to family increase, aidi by consequence 
unable to offer effective resistance to an acquisitive, aggres¬ 
sive treatment of the question of rents, little in the way of 
sentiments of personal kindness on the jiart of laodlorc^g, and 
nothing in the way of an authoritative jiublic ojiinion, enters 
to restrain the impulses which tend to advance rents. Here 
we have a result^of ultimate injury to the economic interests 
of both parties and of the entire comgiunity. 

277. The Rent of Pastures.—We haye thus far spoken 
only of the rent of arable land. "We have taken this first, 
not only because it is most important, so fa^^s the mere 
amount involved is concerned, blit also because the principles 
governing rent can be ^lerc most easily discerned. If we 
have done our work well, there will be little difficuity in 
applying the princijiles discoven'd to the rent of pastiireti, 
water privileges, building lots, mines and wood lots. 

We have, throughout the foregoing extended illustration, 
assumed the existence of a considerable body of no-rent, 
arable lands, furnishing the base-line from which the rentals 
of the superiov lands are respectively measured. To a certain 
extent this assumption corresponds to the facts of agriculture. 
More commonly, however, those lands whose net productive¬ 
ness is so low that they could only be cultivated on the con¬ 
dition of paying no rent, are turned into pasture or grazing 
land.'* We might, therefore, say that, in many agrifiultural 
regions, the base-line for ascertaining rents, is furnished by a 
certain grade of pasture-lands, large tracts of ■v^hich would 
yield but a scanty subsistence to a few cattle or sheep. Tlien 
• come the more valuable pastures, which pay an appreciable 
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fent, and, parallel witli these, arable lands of moderate fei" 
tility, paying, also', an appreciable rent, i 

As we go upward in the scale of fertility, lands may be 
transferred from grazing to tillage, or from tillage to graz¬ 
ing, according to the demand for animal as compared with the 
demand for vegetable productions, at the time prevailing in 
the local market, or acco/dlng to other conditions which we 
/need not enter into here. Arable land is, also, often tunied 
linto pasture for the purpose of allowing it to recuperate in 
[respect to certain properties of the soil which iiave been 
; unduly drawn upon by the crops of previous years. 

While, thus, a large j)art of the lands of any agricultural 
district may be used interchange.ably for tillage and for graz¬ 
ing, it seldom liappens that the best lands are used at all, or, 
.at any rate, for more than the briefest period, as pasture. 
Generally speaking, the poorest lands are always used as 
pasture, the richest lamls are .always cultivated excepting, 
only, during intervals re<juired for reeuj)eration. It is in 
respect to the intermediate grades of soil that the alteanation 
referred to'ti-l'cs place. The principle which determines the 
rent of pasture lands is file itame as that with which we have 
alre.ady become familiar through ou#' discussion of rent in its 
applijiation to arable lands. 

•■278. The Bent of Water Privileges.— Water privileges 
have three uses : first, for po wer, in connection -with saw-mills, 
grist-njills, cotton-factories, etc.; s econdly, for the supply of 
water, for drinking, washing, and other domestic purposes, to^ 
cities and towns; thirdly, f or the irri gation of land , for the 
purposes of agriculture. The wolume of w'ater, the conven¬ 
ience of its application to the purpose for which water is, in 
the specific instance, required; proximity to the market, that 
is, the place where the water is to be used, these are the 
principal considerations which determine the productiveness 
of wat^r-pfivileges for the purposes of rent. For the sspply 
of cities and towns, the quality of the water also becomes an 
element of importance. 

/‘Productiveness being thus estimated, there are all degrees 
of productiveness among water privileges. There are the • 
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no-rent privileges, which, by reason of distance, or inconven¬ 
ience of app^jcatioii, or of insufficient or irrd^ular flow, are not 
used at all, or only used on condition that no compensation is 
exacted therefor.)! Above tl^se, are found low-rent privileges 
and high-rent privileges, the measure of rent being the degree 
of productiveness. 

270. An instructive illustration odthe relation of^monopoly 
to value is often afforded by the action of water-power com¬ 
panies, in r Jgulatiiig the prices they charge for power, according 
to the pric# of coal. In, for example, a given textile manufac¬ 
turing city of New England, if coal can be delivered at four dol¬ 
lars a ton, the water-power company sells to a cotton or 
woolen-mill the right to take water sufficient to create its 
fall through a given number of feet), one-horse power, for, say, 
$24 a year, that amount representing the estimated cost of 
maintaining one-horse power, throughout a year, by the 
consumption of coal, at four dollars a ton. Should the price 
of coal fall to, say, three dollars, the w.'rter-power con)j)any 
would readjust its charge to meet the changed conditions of 
comi)etition with steam. 

Within the limits thus determim-d, the price of water-power 
is a monopoly price, being entirely irresj)ective of what it cost 
the company to acquire its rights and construct its works^and 
of what it may cost to keep up its service. To that monopoly, 
however, a limit is set by possible competition with steam- 
power. 

,280. The Bent of Building Lots.— The rent of building 
lots is determined by the princij)les already set forth. There 
are no-rent building lots in .abundance. Every township 
h^s its squatters whose cabins, placed out. of the way, on 
worthless land, pay no rent. Even in the neighborhood of 
large cities, shanties are perched on the rocks without objection 
from owners of land which, in another twenty or fifty years, 
may bear a high rent. , ^ ^ 

But something more is wanted in the case of a building, 
than ground to stand upon. The building must be placed 
with reference to its uses ; and it is the productiveness of the 
Jot in that respect which determines the rent. Among build- 
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ing lots that hear a rent, the minimum may be said to be 
determined by the value of land for the purposps of agricub 
ture. ^ A man leases a hundred acres of arable land, of uniform 
quality, for$500, a year, and placus his house upon some conven¬ 
ient spot, occujiying, with barns and sheds, half an acre of 
ground. The rent of this building lot is $a.50 a year. If he 
■vv’cre a market gardener hear a large city, the rent of the lot so 
occupied might be $25. If, on the other hand, he were a 
market man instead of a market gardener, he mij^ht pay $50 
for the rent of the ground on which to build his covtage in the 
suburbs of the city, and five times that sum as the ground rent 
of his little shop in the heart of the city. If a banker, he could 
better afford to p.ay $2,000 or perhaps $5,000 ground rent on 
State Street, or Wall Street, or Lombard Street, than occupy 
jjremises half a mile away were he j)ermitted to do so for 
nothing. 

The jwoductiveness of land occupied for the purposes of 
manufacture or tra^e, has reference to the number of persons 
passing through the street, or to the proximity of. water- 
privileges,'>-»„wharf-privilcgcs, or railro.ad stations, or to vari¬ 
ous other facilities forVitlfcr doing a greater amount of busi¬ 
ness with the same capital, or for f^iving exjienditure upon a 
givyjjimouiit of business. Such lots being limited in number, 
yet held by competing owners, their nmt conforms closely to 
the Ricardian fonnnla. In regatal to this kind of rent, com¬ 
petition is, if not perfect, at least very active on both sides. 
No favor is shown or asked ; the two parties to the bargaiji 
are regarded as e(jual. The landlord gets all th<‘ land will 
bring, if not from one tenantf then from another. The ten¬ 
ant expects to pay all that any man will be willing to give ;ior 
the commercial advantages of occiq)ying the ground. 

281. The Bent of Mines.—The rent of mines is not gov¬ 
erned wholly by the economic lajv of rent which, as stated 
(par.,^53)^ has reference to the native and fnffeirectiifc powers 
of the soil. Under proper care and husbandry, cultivation 
does not exhqust the soil. With rotation of crops, with 
annual manuring and an occasional season of rest, such as are 
provided for in most English leases, the land returns to its 
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owner, or liis representative, after 30, or SO, or 99 years, with 
uniinpaii'ed yrtue. The enjoyment of walfcr privileges docs 
not exhaust the capacity of the rtver. Tlie occupation of the 
ground for a generation jjoes not contract the surface 
available for the same or a different use by another 
generation. 

By the very nature»of sijch deposit, tin' enjoyment of min¬ 
ing privileges diminishes the sum of the mineral in existence. 
*^die mine lAay be “ worked out ” in ten ye.ars oi’ in t wenty or 
in fifty, an< nothing but an ugly pit be returiA’d to the owner, 
at the expiry of the lease. The rent of such propertic's is not, 
therefore, regidated by the Ricardian rormnla, without modi¬ 
fication.*^ The rent must be increased sufficiently to con^)en- 
sate for the ultimate exhaustion of the deposits: the destruc¬ 
tion of the value of the estate. Othei'wise, the rule of rent 
for these pro|)erties is the same as in the ease of other natural 
•agents. •'Tin' chidf elements, here, in determining iiroduetive- 
ness for the ])iuposes of nmt, are the quality of the product, 
the extqnt of the deposits, the depth of working, the distance 
from a market. 

nuTe are, in the United States,' vailt deposits of coal, for 
instance, ne.ar the suiUku',* not far from a market, which will 
not pay for xvorking, even if no rent be exacted, because the 
quality is ]>oor, though the coal will burn, will give out light 
and heat, and, if delivered at the furnace free of cost, w'ould 
be worth using. 

^ There are other de])osits of coal, of excellent quality, 
which will not p.ay for working by reason of the thinness of 
scams, or their narrow extent laterally. There are, again, 
vast deposits of good coal, which, by reason of their depth 
below the surface, are not"sought by productive industry and 
perhaps never will be. lliere are still others which, by rea¬ 
son of distance from market are not now worth taking nj) 
^ thO’^overinnent rates, which may in another centqry jupply 
great manufacturing cities with j)ower. These and other 
mines, a little more fortunate in character or location, which 
will just pay for working, furnish the no-rent mines. Above 
these are mines which j)ay rent, the degree of productiveness 
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rising until the rental of a single mine becomes the income of 
a prince. 

282. The Bent ofWoodldts.—Woodlots and timber lands 
are, in fact, seldom rented in the United States and other 
new countries ; first, on account of the difficulty which would 
be experienced in preventing waste and abuse by a tenant; 
and, secondly, because it ‘is generally more profitable to cut 
off the whole body of wood or timber at once, than to pick 
from it, year by ye.ar, a certain proportion of whal is stand¬ 
ing. For these 'reasons, woodlots, when they reaei the right 
condition for cutting, arc commonly sold to large operators, 
at prices determined by the “ nt't productiveness ” of the 
individual tracts, refcren(!e being had to the amount and 
qmility of timber and other wood, to the distance from market, 
facilities for transportation, etc. 

The price at which an individual w'oodlot may sell, once in 
thirty or fifty years, may properly be conceived of as related 
to an annual rental, not collected at the time, but allowed to 
accnmul.ato against the day of sale. 

In old cottiJ;rios, where the value of wood and timber bears 
a much highe.r proportiem to the wages of labor, than in new 
countries, and where the tracts so occufded are generally 
surrounded by dense pojralations, woodlots and forests are 
more commonly culled from year to year, instead of being cut 
off .all at once. In such a condition, the Ricardian formula 
of rent would strictly apply to the several tr.acts supplying 
any given market, although, as a matter of fact, an ownep 
would be likely to conduct the cutting of the wood and tim¬ 
ber himself, or through his paid agents, on account of the 
difficulty, above referred to, of preventing waste and abuse qn 
the part of a tenant. 

283. The Bent of Buildinga and of Permanent Improve¬ 
ments on the Land.—The so-called rent of buildings, exclusive 
of ground rent, is not governed at all by the economic law 
of rent, but by the principles which regulate the Interest on 
Capital, of which we are next to speak. A man owns a build¬ 
ing lot, for which he could obtain a ground rent, that is, rent 
proper. Being also a capitalist, he erects a building thereon. 
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Why does he so ? Because he believes that, in addition to the 
rent of the ground, he can also obtain, for ’the occupation of 
the house erected thereon, a fair remuneration for the use of 
his capital, a remuneration, equal (damage, trouble and risk 
of loss being tak<‘n into account) to what he would receive 
were he to put his cai)ital into the form of live stock or rail¬ 
road shares, or govewimejit bonds, '’fhe building is an invest-. 
ment of ca])ita*l. If his investment has been shrewdly made, 
he will re<|eive from his tenants a sum which, in the view of 
the ecoiK pnist, consists of two jjarts, rent ^iroper — ground 
rent—and interest. We shall see, in the ne.xt chapter, that 
these two elements of .that remuneration are governed by 
widely different laws. 

i 284.lTh0 Unearned Increment of Land.->-We have seen 
how rent arises, under the private ownership of land, and 
what principles govern its amount and economic direction. 
W^e have seen thht rent is jmrely a (jucstion betwe“n landlord 
and tenant, not between emj)loyer and eny)loyed, not between 
the producer and the consumer of agricultural produce. "We 
have seen that, conceding the private ownershi>^-,f land, rent 
must, so far as economic forces a»e c’oneerned, remain in the 
hands of the owner of .'.and ; that it can only get into the 
hands of the tenant as a gift; that if it reaches the hand^ of 
the tenant, no economic forces will carry it into the hands cf 
the agricultural laborer or of the consumer of food. It can 
only get there by a further gift or series of gifts. 

We have also seen that, whenever the limit of cultivation is 
lowered, that is, whenever a less productive grade of soils is, 
by the increasing demands of population for subsistence, 
bmrught under* cultivation, the rents of all previously culti¬ 
vated lands are correspondingly raised, to the enrichment of 
their owners, not by reason of any increase in the yield of 
such lands, or by reason of any greater exertions put forth by 
the others, but solely by reason of the necessity qf cjdtiva- 
ting a lower grade of soils. 

Upon this view of rent, has arisen the question. Why should , 
the private ownership of land be permitted to exist ? at any 
rate, u’hy should this incident of private ownership, the 
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aggrandizement of the owner tlirougli the growth of the com¬ 
munity, be longer j)ermitte(l to exist? Why sliould not thin 
“ unearned increment of land,’ to use Mr. Mill’s phrase, go to 
the community, and not to any individual ? 

This demand has been made very vigorously, of late years, 
by a school of writers which embraces more than one econo- 
.mist of rejjutation. As th(' elements of .the question are not 
purely economic, but embrae.e considerations of political 
equity and ])olitical ex]iedienc_v, I shall reserve til remark 
concerning it tillVe reach Part VI. 


CHAPTER in. 

INTEKEST. 

286. DefisiiWon of Interest.—We have seen one share cut 
off from the jn’odiict of industry—rent; one claimant satisfied 
—the landlord. Tlie reader now sees why this toj)ic was first 
treated. In economic, theory, this is ever the first claim to be 
adjusted and ])aid. We can make no progress—not so much 
as by a single step—toward discovering the principles which 
govern the division of the product of industry among capiv 
talists, eniploy'crs, and laborers, until rcTit is taken out, until 
the claim of the landlord is satisfied, lienee the topic, Rent^ 
comes first, in a treatise on the,.distribution of wealth. 

We are now to speak of Interest: the share of the Capitalist 
in the product of industry. 

In Part II. we inquired into the origin and office of capital. 
We saw' that capital consists of savings out of earnings, the 
native powers of the earth, air and w'ater not being regarded 
as capital. Wealth having been produced, some of it, much 
of it, must soon be consumed, in order to sustain the produc¬ 
ing classes, and to repair the w'aste inevitably attendant upon 
production, and even upon the mere lapse of time. All of it 
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may be so consumed, and will be, under the urgent and con¬ 
stantly recurjing desires which wealth alone'can satisfy, unless 
some motive for saving can be found which shall prove strong 
enough to withstand the impulses to immediate gratification, 
and to wrest a portion of wealth from the jaws of appetite. 
We have shown what that motive is, and how it manifests 

itself in a barbarous condition. 

* 

In an advanced state of society, tlie motive to saving is not 
so much fJund in .the desire of tin: individual to accumulate 
tools and ilaterials for his own handling, as in the desire to 
obtain interest from some one else, for the use of that portion 
of wealth whose; consimeption is thus j)ostponed. To the 
varying strength of tins motive with different mcn,.^nd 
different races, we shall have oejcasion to refer further on. 

286. Interest not Paidfor the Use of Money.—It has been 
said th.at interest is the com])eusati(m j)aid for the use of cap¬ 
ital. The usual form of statement is that inter' it is paid 
for the use of money. Broadly speakiinj, this is not true. 
Money, jwhioh is one of the many forms of capital, is, indeed, 
often the agent in effecting the loan of other sp,Tics of capi¬ 
tal. But in these cases, it is not the money, philoso])hie.allj 
considered, that is borrowed : • The interest ])aid is for the 
' use of the capit.'il obtained through that agency. Oue,I>or. 
TOWS $.'),0()0, and gives a nv»te for that sum, with interest. 
With this money he purchases live stock, niacliinery for his 
factory, or goods for his trade : these were what he waijted , 
tl^csc were what he really borrowed ; these are what he 
pays interest upon. The money was solely a means to that 

end I 

nt money is not always, it is not in a majority of cases, 
•in a highly advanced stcite bf industrial society it is, indeed, 
rarely, the agent in effecting the loan of cajcital. The coun¬ 
try merchant buys goods jnd gives his notes for two, four, 
and sis* months, promising to pay the price wdth inbs.rcst. 
Interest on what ? On money ? No money passed in the 
transaction. What was borrowed was hardware anci crockery, 
dry goods, and groceries. The young farmer buys cattle to 
stock his farm, and gives his note, promising to pay, with 
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interest: not interest on money, for he has had none, hut 
interest on the value of cows ^nd working oxen. 

887. The Bate of Interest.— Let us now inquire how the 
rate of interest is determined. ' 

Since the use of capital is a matter of bargain and sale, or of 
exchange, what should dc|ennine the rate of interest but the 
demand fc, and the supply of, loatfable capital ? 

Here we see the futility of the notion, which, from time to 
time, obtains a strong hold on the public mind oi' America, 
and, indeed, of all new countries, that the rate of interest is 
to be lowered by increasing the supply of money through the 
issue of paj)cr notes. Men wish to borrow that they may get 
conh al of the agencies of production : capital in its various 
forms. .The amount to bo ])aid for the use of capital will 
depend on its abund-aiice compared with the occasions for its 
ju’oductive use. The issue of money will not increase the 
number of horses .and cattle and plows, nor will it build shops 
and warehouses or construct machinery for manufacture or 
for transport. 

If the people of a community be thriving and progressive, 
the demand for capital, to start new enterjiriscs, or to enlarge 
those already established, will be very great. If the commu- 
nitl^e, also, young, having brought to new fields the social 
and industrial ideas, tastes and .ambitions of an old society, 
the supply of ca])ital will be sc.anty, and the rate of interest 
will rule high. 

288. Is this high r<ate of interest a hiirdship? No, the hard¬ 
ship lies in the scarcity of capital. The high rate of interest 
becomes the active means of rbmoving that ha-dshij), throifrh 
increasing the supply of capital available to meet the dema/d. 
A high rate of interest is not an evil, but the cure of an evil. 
How is this ? 

Capital is, as we have seen, the result of saving. Interest, 
then,* ‘is the rewiird of abstinence. A part, a large part, of 
all produced wealth must be at once consumed to meet the 
conditions,of-human existence; but the remaining portion 
may be consumed or may be accumulated, according to the 
will of the owner. The strength of the motive to accumu^ 
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lalion wiJl vary with the reward of abstinence. If that be 
high, the disposition to save will.be strengthened, and capital 
will be rapidly accumulated ; if that be low, that disposition 
will be relatively weak, and capital will increase slowly, if, 
indeed, the body of existing capital be not dissipated at the 
demands of appetite. _ 

We do not say that the strength of the dispofition M'ill 
increase proportionally to the increase of remuneration ; that 
it will, for ^stance, be one-fifth gre.ater at six,per cent, inter¬ 
est than at five i)er cent. Moral jihilosophy has reached no 
such precision in gauging motives. But it is certain that, 
among the same peo})le, and at t!u‘ same time, the higher the 
rate of interest the stroug<‘r will be the motives wnich lea? to 
saving : the more rapid the accumulation of e:ipital.^ 

So we see that a liigh rate of interest, instead of being the 
cause of an evil, i'j really its cure ; and that to depress the 
rate of interest, as, for e.xample, by force of law, ould bo to 
retard the jirocesses by which capital is sniljilied. 

As a iTigli rate of interest is not in itself an evil, so a low 
rate of interest does not necess-arilv imply a condition which 
is a subject of congratulation. A low rate of interest may 
mean that, fin a thriving, progressive community, the accumu¬ 
lation of capital has gone on so rapidly as to outrun the occa-, 
sioiis for its productive use. Jt may mean that the people are so 
dull, indolent and unambitious, or the stat(‘ of so('''ety so 
disordered, that commercial and manufacturing enterjtrises 
aA- not undertaken, and no enlargement of traditional indus¬ 
tries is looked for. A small amount of capital more than 
sufl|ces for such Scanty needs. 

’’ In general, taking all classes of producers into account, tills will be so. 
Yet tlie effect of a rcductiou of the rate of interest is not wholly upon 
one side. Prof. Marshall very justly exhibits an effect of a reduction of 
the rate 8f interest, which, with a certain class of producers, ifiigli^ and 
probably would operate in the opposite direction. 

‘‘ A high rate of interest no doubt afforiLs a liberal reward of atetinence, 
and stimulates the saving of all who are ambitious of earning’social posi¬ 
tion by their wealth. Again, if a man is in doubt whether to save in 
o/der to make provision f(jr himself or his family, the expectation of a 
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289. The Batq of Interest tends to a Decline.-i-Bespite 
the urgent and ever-recumng demands for thd consumption 
of •wealth in various forms of self-indulgence ; despite the 
occasional reversal of the course of accumulation, in the occur¬ 
rence of war ; despite all the effects of misgovernment and 
social disorder, wealth t^nds strongly to increase. Since the 
application of steam-power to inifnufactures and transporta¬ 
tion, this rate of increase has been so great as even to trans¬ 
cend the demand for the uses of wealth in uiideiv aking new 
industrial and commenual onter{)rises, and thus, with some 
temporary exceptions, interest has teiuh'd to decline. 

In this resjiect interes t d iffers markedly, we may say, essen¬ 
tially, froin rcijt. The latter tends to rise, with the lapse of 
time, the increase of poj)ulation, the growth of wealth. The 
former tends to decline under the B.ame conditions.. This con¬ 
stitutes one of the two reasons why the, economist insists 
upon treating interest and rent separately in his discussion 
of the distribution \if the product of industry. The second of 
these reasons will now be stated. ‘ 

200. There is not»any No-Interest Capital.—We have 
seen (par. 255) that the whole tlmory of rent rests on the 
assum])tion that there is a body of no-rent lands.j These serve 


high rate of interest may induce him to save ; because tlie higher the rate 
of intbrest, the larger the amount of future enjoyment which can be 
obtained by sacrificing a given amount of pn>scnt enjoyment. o 

“ But the history of the past and the observation of the present show 
that it is a man’s temperament, mueli more than tlie rate of interest tp be 
got for his savings, which determines whether he makes provisionSfor 
his old age and for his family, or not. Most of those who make sue* i a 
provision would do so equally whether the rate of interest were low or 
high. And when a man has once determined to provide a certain annual 
income, he will find that he has to save more if the rate of interest is 
low tJian if it is high. Suppose, for instance, that a man wishes to pro¬ 
vide an income of £400 a year on which he may retire from business, or 
to Insure £400 a year for his wife and children after his death. If the 
^lurent rate of'interest is 5 per cent., he need only put by £8,000 or 
Insure his life for £8,000; but if it is four per cent., he must save £10,000 
or insure his life for £10,000.” 
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as the base from which to measure upwards the successive 
degrees of pr^jductivcness of the lauds bearitig rent. 

In the theory of cajiital there* is nothing to correspond to 
this. i,The economist does tiiot find any no-interest capifal. 
In thcoryj all capital bears an interest, and all portions of 
capital bear equal interest. If one portion, in fact, brings no 
interest to its owner, or brings an inliwest below that obtaineji, 
by the owners oC other portions, this is because of misadven¬ 
ture, due lo accident or erroneous c.alculation, not to the 
nature of Kie cajiital itself.' 

Of course, it is anticijiatcd by tlio jiolitieal economist that 
the interest realized by jvntions of cajiital actually loaned will 
vary not a little, even witlii!i the same market, iuasmudi as 
comjietition is never jierfect in any sjihere'; but what has 
been stated shows how fundamentally the theory of interest 
differs from that of rent. 

291. Is there *a Minimum Bate of Interest P — We Inave 
said that the inducement to save diminishes, other things 
equal, .is the rate of interest falls. Is there a jioint at which 
the disposition to consume w'c.alth for jiurjioses^iif comfort or 
luxury will equ.al in strength tl.J ditjiosition to acquire an 
annual income by saving wealth ftir jiroductive uses, so that no 
further accumulation will take jilace, the savings out of earn- 
ings thereafter being only sufficient to make good the waste «f 
jirodnction .and keeji uji the stock of cajiit.al? 

If there is a minimum r.ato of interest, it is very Jc ,v. Fif¬ 
teen or twenty years ago, six per cent, was the traditional rate 
of interest in New England, and probably few of us then 
tlmught that, if the rate wei-e to go lower, it rcitlly would be 
^lirth while to’ “save.” We had become so accustomed to 
■SK per cent, that it had (wme to sei m as if there were some 
law of nature that fixed tlnat r.ate. Six per cent. ? Why of 
course a m.an would get six per eeut. ? Yet since that time 
we ha4re seen the rate of interest steadily fall, in consequence 
of the vast accumulation of ciipital, till now loans of capital 
are to be had on good security at four and one-half or even 
four per cent., while the government borrows all*it wants at 
.ihree and one-half or even three. The English government 
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has long borrowed at throe per cent. The government of 
Holland during the most flourishing ]>ei-iod o^ the* republic, 
was even able to boiTow at tWo per cent. 

*292. Income from Investments, how Computed.—hiis- 
apprehensions regarding the actual rate of interest are not 
infrequently occasioned by the failure to note, what would 
appear very plain, that the amount of interest jiaid upon bonds 
or notes, and the amount of dividends declared u])on shares of 
corporate stock, should be compared, not with a i^ominal par 
value, but witluthe sum atitually invested in the Jiurehase of 
such l)07ids, stocks, notes or shares, or else with the sum for 
which these would at the time bring, if sold. 

Thus, we read in the. newspapers, that the Boston and 
Marne railroad, in May, 1887, declared a semi-annual dividend 
of five per cent., being at the rate of ten per cent., a 
year. 

This statement, by itself, might create tile impression that 
investment in the stock of this road would be a ])eculiarly 
profitable one. A reference, however, to the stock quptatious, 
in another column of the same news])aper, would have shown 
that the shares of this nfilroad were then selling at about 
$2:{0, on the' p.ar of $100. A person, therefore, buying a share 
of this stock, in April, 1887, would have received but a trifle 
over four per cent., j)er annum, which was about the rate of 
interest then })r(‘vailing upon “ bottom mortgages.” 

On the other hand, a number of railroad companies, during 
the gi’eat speculative extension, 1868-1878, advertised to s(jll 
at seventy dollars, bonds for one hundred dollars, bearing 
seven per cent, interest. Wh^t, then, was the rate of inteoest 
promised, on this investment ? Seven j)er cent. ? No : feie ^ 
rate of interest promised to be jiaid was ten ]>er cent., ail’d 
even, as we shall se(‘, more than that. The investor paid ’ 
seventy dollars for a bond, to receive upon it annually seven 
dollars of^intercst, per year, until tfie bond should matiye, and 
then *{o receive $100 in money, whereas he only paid down 
$70. In other words, he was, on the expiry of the bond, to 
receive a jfremium of $.'(0, over and above an annual interest 
if ten per cent. The “ present value ” of this premium 
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would depend on the length of time the bond had “ to 
run.” ' 

f • 

293. False Interest: Insurance of the Principal.— A great 
deal that is paid under the name of interest is not intere^st iir 
the true-sense, but is merefy a premium for the insur.incie of 
the j)rincij)al sum lent. Real intere.st only comprises that 
part of the payment made widely would be ])aid, were the 
return of the*[)rineipal, at tin* date of the maturity of the oWi 
gation, a matter of rc'asonabh' certainty. Absolute assuran''e 
can be r^ched in no human transaction ; but where the risk 
is so small that it amounts to nothing in the mind of the 
lender, as in the ease of British consols, or of a “bottom 
mortgage,” where the sum lent is only a half or a third of tlu! 
value of im))roved real estate, we have an inst mee of ’«(‘.al in¬ 
terest, pure and simple. 

Whatever, in the same market, .at the same time, is paid 
ab(jve this, for J;he use of capital, is of the nature of insurance 
against the risk of losing the .amount lent. If '’le rate of real 
interest in London is j>er cent., as determined by the price 
of consols, loans on various kinds of fair security may range 
from that rate up to .5 or G [)' r ^a ut,; while .■Itl the time not(‘- 
brokers are “shaving” the “jiaper” of second and third rate 
dealers at from 10 to 20 per cent, discount. 

294. Extra-Hazardous Risks.— The ojieratiou of the tniniT" 
of the person who lends cajdt.al, at a high interesi,, ipon poor 
security, is a famili.ar one. He sc'cs the opjxirtunitv to obtain 
interest proper—the noiaiial remuner.atiou for foihearing to 

' consume in immediate self-indulgemu' the wealth he has 
created, or come into possession of—witlumt encounlering any 
fappreciable risk of losing 1*110 jirincipal sum. But there is 
offered him a higher, perha))s a much higher, rate* of interi'st, 
for a loan into which a chance of total loss enters. His mind 
balances the risk against the jirize. The yearly value of the 
latter is definite. It is rtiree, five or ten per cent, on the sum 
asked to be lent. Were he to receive this added fhteiK'st for a 
sufficient number of years, he could even afford to lose the 
principal. He may receive the interest duning.the full term 
of the obligation, and then have his principal back again. lie 
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knows also that lie may receive but one or two animal pay¬ 
ments of interest,* and then be compelled to rpcoghiae his 
investment as a total loss. ' 

Of the degree of risk there 41 no measure. The ablest 
statistician, the first financier of the world, could give no 
mathematical statement of the chances for or against the ulti¬ 
mate repayment of the I 6 an. I'lumnatter lies very vaguely 
even in the*mind of the shrewdest banker or broker. He sees 
that there is great risk or little risk, very great ri^ or vety 
little risk, or that'the elements on which thi‘ ability lif the bor¬ 
rower is to depend are altogether shrouded in uncertainty ; 
but as to giving a mathematical ex](re,ssion to the value of the 
loan, based on the ehanc(‘s of loss, the man who dogs this is 
deceu ing either himself or sorni' one else. 

295. With the great majority of lenders no calculation 
whatever, deserving of the name, enters into the negotiation 
of loans w’here mon* than double interest is paid. The. capi¬ 
talist is simply tempted beyond what he is able to bear, or 
else, if a man of another ti'mper, the enhanced inducement 
becomes of itself a reason for refusing to lend his money, and 
he shuts the door upon negotiation. Look at the hundreds of 
millions, the thousands of millions^ th.at have been sunk in 
railway shares and raining stocks by jiersous who had not the 
ssn^est qualifications for estimating the value of the risk, but 
whose prudence gave way under an offer of ten, or twelve, or 
twenty per cent. AVriters on Interest are too much given to 
assuming that the losses sustained in extra-hazardous invi'stj 
ments are balanced by the gains, and that the “ average rate ” 
is somehow maintained. The /act is, few' lenders are cajiable 
of making.any computation of the value of the risks they tak®; 
few even go through the. fonn of doing so. P.. 

1 'The only thing that can be said with assurance is that the vast 
; majority of lenders on extra-hazardous risks ai'e losers. The 
high rate of interest proves a snare.'; Tempted by the o|fer of 
12 or '3o per cent., they take risks for which 40 or 50 would 
be inadequate. Interest is paid, dividends are declared, just 
long enough to*complete the subscription, just long enough to 
secure the last gudgeon in the pool. And it is often astonish*. 
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ing to note the class of men who contribute to a scheme which 
is in its very Jerms an insult to common-scmse. Bought wit 
is the best wit; but in this mattbr, experience seldom suffices 
for wisdom. The susceptibiUty to humbug is perennial in flie 
human breast. After a dance of folly, in which figure “ The 
Periwig Company, and the Spanish-Jactass (’ompany, and the 
Quicksilver-fixation Company ; ” in \?hich prospect us vies witU 
prospectus to see which shall be the more jirejmsterous ; and in 
which investor vies with investor in reiiklessness, there comes, 
indeed, a resting spell, more through exliausticsi of means than 
through acquired prudence; but tlie first tingle of reviving 
activity in trade starts tl\e fever of speculation anew, and the 
knaves find the dupes as numerous and as credulous as over. 

296. The Wreckers of Trade.—The foregoing remarks ajiply 
to the great majority of investors who take extra-hazardous 
risks. Yet there are in every large commercial community 
those who reap entirmous r,ates of interest with onlv rare losses 
to offset their gains. These are men with preternatural sagacity 
to know,whcn it is safe to trust a rogue, liow far to ride with 
a spendthrift towards his ruin, just the point at yhich to leave 
a tottering house whose foundations they have undermined by 
drains of exorbitant interest, just the moment at which to 
“ unload ” a stock : men with the cunning to seiuire themselves 
against loss, whoever may suffer ; men who have the hardness* 

_to exact the last penny of their dues, at whatever distress to 
the debtor. Such men arc the wreckers of trade. TIk ir gains 
ar^ great, for they reap the enonnous profits of extra-hazardous 
risks, yet seldom lose in the principal sum lent. Rarely, in¬ 
deed, is an embarrassed firm saved by their aid. Resort to j 
them is the almost certain precursor of ruin. It serves.to delay | 
■ti^catastrophe a little, only to mak(> it utter and remediless 
at the last. 

297. Double Interest.—The foregoing remarks apply only 
to extrivhazardons risks, where, to put it roundly, rapre jthan 
double interest is paid. With investments or temporary loans 
inside this limit, a different rule obtains. The rates of inter¬ 
est paid are still graded with little real appreciation of the 
dpgrees of risk taken ; the sums obtained as insurance can not 
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be assumed to be proi)ortioncd to the hazard ; yet it is gen¬ 
erally possible for an investor or lender to say, this is more 
safe than that: the adverse ehances here are few and small; 
aVe many and great there. ^ 

But there is a more marked difference between extra-haz¬ 
ardous and ordinary risks in the loan of capital. With the former, 
the rat(“s obtained are, an a whole, takipg all classes of invest¬ 
ors or lenders together, below the actuarial table of the risks 
taken, and such loans and investments, in spite of the acute¬ 
ness of the jirofessional money-lending class, resuljj, as a body, 
in loss. With ordinary risks, the rates of interest are, on an 
average, above their true value, as estimated from the basis of 
bottom mortgages and government loans. 

I Ti’or example, in England, a few years ago, the return from 
capital invested in government bonds was about 3.y percent.; 
while the savings banks realized on tlieir investments, which 
may be assumed to have been made in a conservative sjiirit, 
per cent., and the average return to investors in railway 
stocks Avas 5 per cent. Now, here is an undeniable case of 
disprojiortion. Anyshrewd and sensible man, selling',£ 100,000 
of consols, investing frlie proceeds in the shares of ten repu¬ 
table railways, and compounding through a term of years the 
extra ]ier cent., ]ier annum, would create a I'und far more 
«t^an sufficient to offset any losses he might sustain in an in¬ 
dividual ease. I’his disjiroportign is due first, to the estimation, 
higher than an actuarial value, placed by large classes of invest¬ 
ors upon the feeling of security, the absence of al 1 apprehensions 
and occasional alarms, and, secondly, to the favor extended 
by the courts to the investment of trust funds in government 
bonds.. ' I 

298. BifTering Bates of Inter(«st in the Same Markit_ 

We have laid down the pro])osition (par. i;5i) that in one 
market, at one time, there can be bnt one ]>rice for etpial ])or- 
tions of the same commodity. * The jilain facts of interest 
seem to controvert this projmsition. In the same market, at 
the same moment, the price paid for the use of capital may 
range fr6m fhree per cent, upwards, to five, to ten, to twenty 
1b Hub 'because between the portions of eaj)ital SO loaned an 
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economic differeiioe exists, which creates a preference for one 
over the'other, as when several different g^’ades of flour are 
sold at several distinct prices?* No, the eapital loaned ma}’’- 
be, in all economic respects„uniform. A nianha\ ing $:30,f)00 
on deposit in a bank, may, on the same day, buy $10,000 
worth of “ governments ” which j)ay four jicr cent., invest in 
“ railways ” paying siji; ]»er een'.. dividends, to the same amoiintj^ 
and loan the remainder at*ten jier cent, on ])ersona1 security. 
Manifestly, between the three portions of capital loaned or 
invested, iV economic, differences existed. • 

To what, then, is the jihenomenon noted due? In part to 
the cause discitfised unjer the last head—the insurance of 
the principal sum huit. Tweut t years .ago there w(‘re on the 
stock ni.arket, in l.otnhard Street, three kinds ot government 
securities ; English consols, bringing, then, three .and a (prar- 
tor ])er cent, interest on the investment ; Russian bonds bring¬ 
ing five and a ijuarter ])er cent., and Tiirki.di bonds bringing 
ten .and a half j)er cent. Evei-y day large amounts of tlie.se 
bonds were bought by Englislnnen. l^ouhtless, some jiur- 
chasers bought jtortions of each kind of securitu's. 

Inasmuch as the jiossibility ■ f* I’m* English government 
becoming b.ankrupt, or tending to repudiation, is never admit¬ 
ted by an Englishm.an, the ditiilends received by holders of , 
the “ consols ” con.stituted )>ure interest, the reward of al)Stk- 
lienee. The added two jier jcent. obtained from tlu! Rus.'-ian 
bonds represented the value, as viewed by the )mr< baser, of 
the insurance of his csipilal again.st the risk of loss attebdant 
on loaning it to the government of a jieojde, pos.sessing great 
natunal resoui’ces, indeed, and l^uind together by a strong na- 
tiifnal feeling, I’ut rude in manner, primitive in indujitry, with 
^tjj|iir politic.al questions largely uii'sicved, and having points of 
possible collision wdth England. But while the Englishman de¬ 
manded five and a quaiter [ler cent, per annum from the Kus- 
lian government, as the consideration for his lottn, he exiicted 
just twice that consideration from the Turkish government, 
though a government bound to (Ireat Britain Viy the strongest 
ties of self-interest, because both the resources’ and the good 
faith of the Turkish government were reasonably susjiected, 
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and its existence was dependent on support from foreign 
[lowers. < , 

299. Imperfect Competition in the Money Market.— 
VVe have in the foregoing jiarag’-apli used the expression, “ as 
viewed by tlie purchaser.” Hereby is indic.ated a considera¬ 
tion, which, while it' is of inijiortance in any market, is of 
. cspeci:il iinjiortance in tile market where cajiital is loaned, the 
so-c.alled money-market. In (pioting Prof. J evens’ statement 
of the reason, why, in the same market, at the same momimt, 
all e(]ual jiortiows of a perfectly Iiomogerieons commodity must 
bring tlie same price, we added that this [irojiosition assumed 
perfect competition, all the conditions of a good market being 
fully realized. Now, jierfect competition only exists wliere 
there is amiile and .accurate information. ,In b.argiiius relating 
to the use of cajiital, so little is known by the parties resjieet- 
ing the sujijily of and the demand for cajiit.al, esjiecially where 
us'.iry laws drive borrowers and lenders to shifts and evasions ; 
BO much more are men disposed to conce.al the fact .and the 
extent of their borrowing than of their biiyitig ; so much does 
the reiiayment of the principal depend, in sjiite of law, ujion 
the good faith of the borrower, that lln‘ Tiiarket for the loan 
of capital can rarely be called a good market. 

All bargains in the “money mark<'t,” .as the market for tlie 
•loan of capital is jiojmlarly called, take i.lace ne<ass.arily ujion 
information imjierfect at the best, often of a juiv.ate .and con- 
fidenti.al nature : hence it frequently liajijiens that, in tlies.ame 
nnarket, at the same moment, lo.ans, ujion eqn.ally good seegr- 
ity, are made at different rates ; while it is not at all unlike^ 
to occur, that, of two loans of uneqmtl valmq as to security, 
the mor« hazardous m.ay be made at the lower rate of iiiterWt. 

.300. Uiffering Rates of Interest in Different Markets.- 
coiirso, all that has hcf'n said of dilfcTjn^ rates of interest in 
thesanie market holds good of different markets ; but, wholly 
in addition of the causes which‘produce those differi!nces,ils 
rejison found for differeut rates in distinct markets. Thus it 
IS notorious that, for long terms of years, the loan of capital 
could be dbtafned, ujion wliat was locally regarded as approved 
security, for 4 per cent, in London as freely as for 6 cent, jp 
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New York, or 8 per cent, in Chicago, or 12 per cent, in Iowa, 
or Kansas. 

Whence these differences ? In’some degree, doubtless, these 
, successive additions of interest, as capital passed westward, 

' were of the nature of insurance on the p/incipal sum lent. In 
each case, the security might be as good as could ordinarily be 
obtained in tha^ comiflunity. Se(!urily, however, isja relative-- 
term; what would be deemed amjde security in one jilace would 
not pass thd scrutiny of lenders in another. The older th(! country 
the greater) other things etpial, the permanence of economic rela¬ 
tions ; the more jjyes industry settl(> down within traditional 
limits, and acquire a defiftite and c.alciilable rate of increase ; 
the higher the value assigned to conmiercial re; ntation >he 
more carefully are the men selected who are to control the 
agencies of production and trade, the fewer the chances of 
revolutionary changes in business. 

301. DigiaBlyiation of Capital to Emigrate.- Hut not all, 
or even the greater ])art of the difference^ which have been 
noted, a^'C due to this cause. It is the disinclination of capital 
to emigrate, which allows such wide difference* in the local 
rates of interest. This disinclinaiimi is due to various causes. 
In part, it is the continuing effect of old laws, now generally 
abrogated, discriminating against aliens. In jiart, it is il*ie 
to the suspicion that strangers may not be fairly dealt with bj* 
courts and by officers of the "law, in case of seizures or fore- 
’ closures. In part, it is due to the apjirehcnsion of tne effect 
o4 international hostilities, which cause a susjiension of inter- 
, est-payments, if not forfeiture of the principal. In part, it is 
due to the fact Jhat investment# made at a distance must gen- 
erally be made through an ag'cnt, u/f.m whoso good faith 
sound judgment may’depend the fate of the jirin-'ijial 
invested. 

g While these and other caiises may operate, singly or in eon- 
junctiem, to create local differences of interest, the maingausc 
of such differences is found in the inertia of the owners of capi¬ 
tal, making them ready to acce])t lower rates jipon the spot 
than could perhaps be obtained with no less safety, through 
^iquiry and effort at a distance, and, secondly, in the necessary 
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lack of information as to prevailing rates of interest and 
existing degrees ot security for the principal.' < 

I remember to have read somewhere an estimate by an 
economist of reputation, fixing this “ disinclination of capital 
to emigrate ” at tw<;) per cent. It is doubtful, however, 
whether the matter is subject to any such form of statement. 
•The disinclination to invest capital labroSid mu,st differ among- 
men of different races; it must differ with differing condi¬ 
tions respecting the communication of news, andtrespceting- 
international relations. Indeed, it must differ wadely with 
differing moods of the public mind. At times, it may disaj>- 
pear altogether under the excitemefit of speculative mania, 
as k the days of the South Sea Bubble, and in the year pre¬ 
ceding the English crisis of 1825. It sometimes seems to 
be the case that loans and investments are made abroad more 
freely than at home, probably because it is less easy to detect 
the fallacy of schemes bearing foreign names, and relating to 
distant lands. . 


OITAl’TER IV. 

PROFITS. 

302. Definition of Profits.—We have now seen two shares: 
cut off the product of industry — rent and interest; two 
claimants satisfied—the landlord and the cajiitalist. 

We now come to inquire resjiecting the share of the 
Employer, who organizes and' conducts jirodvction, deciding 
what shall be produced ; in what amounts, of what varieties, 
materials and patterns ; and to whkt persons, at what pricTV* 
and on what terms of payment, the products shall be sold. 

303. The Entrepreneur or Employing Class. — We have; 
seen tJiab in a primitive state of industrial society the em¬ 
ployer does not appear. When, however, the forms of 
production^bec.ome many and complex; when the hand-tool is 
replaced by the machine ; when many persons, of various 
degrees of skill, strength and intelligence, are united in the; 
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game industrial operation ; when the materials consumed are 
gathered frofi distant lands, and the products, in turn, 
arc distributed widely to (ionsumers not known to the 
producet, and arc sold largely upon (srcdit; when, mor(>over, 
a few simple, standard styles give way to ever-varying fash¬ 
ions, in material, in form, in color: in such a state, the eni- 
]doyer, the master, tlK- enlrepremuir* becomes a ne^-essity of 
the situation. He performs a function which is indispens¬ 
able to a. large and varied production, and for so doing 
receives a remuneration which we call jtrofits’. 

304. Unfortnna^y, as it seems to me, the entrejireneur or 
employing function has n<ot been adispiately treated, if, indeed, 
it has been in the smallest degrei' recognized. Ffiglish .;yid 
American economists, in general, have chosen to regard the 
capitalist as the employer of labor, that is, as employing 
labor merely because of the possession of cajiital, and to the 
extent only to wh'tch he jiossesses capital. AVe li.-iv ■ just now 
said that, in an early stage of industrial society, the em])loyer 
does not, appear indistinct shajie. The possession of capital 
there constitutes a sufficient qualificathm for tlw emnlovment 
of labor. • * 

In the later stages of industrial developmmit, the mere 
possession of capital no longer constitutes tin* sole, or even ■ 
the main (jualiiicalion for enqiloying Labor. The laborer no' 
longer looks to the employer to furnish merely food and tools 
and materials, but to furnish, also, technical skill, commercial 
ki^iwlcdge and jiowers of administration ; to assume n-sponsi- 
bilities and provide against contingencies ; to shapi- and direct 
production and to organize and<a)nlr()l the industrial imachin- 
ery. So important and difficult are thi'se duties, so-rare are 
abilities they demand,*that he vho can discharge these 
will generally find the capital required. If he be the man to 
conduct business,* food, tools, and materials will not, under 
our modern system of credit, long be wanting to him» On the 

* “ Many employers of labor, in, mne pnrU of England mm than half, 
have risen from the ranks of latwr. Every arti-sim wlio-has c.xcciilional 
natural abilities has a chance of raising himself to a post of command.''' 
•j-Marahall's “ Economics of Industry.” 
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other hand, without these higher qualifications the mere pos 
sessor of capital fWill employ labor at the risk, allnost tlie 
certainty, of total <)r partial loss. 

The employer, the eiitrej)reneij,r, thus rises to be the master 
of the situation. It is no longer true that a man becomes the 
employer of labor bec.ause he is a capitalist. Men command 
capital because they havt the qualifications to emj)loy labor. 
To men so endowed, (lapital and labor alike resort, for the 
opportunity to perform their several functions and to entitle 
themselves to share in the ))roduet of industry. ; By this is 
not meant that the enq)loyer is not, in^any case, or to any 
extent, a capitalist, but that he is jiiot an' employer to the 
extent only to which he is a (!aj)italist, nor is he an employer 
at all because he is a capitalist. 

305. Use of the word Profits by English and American 
Economists.—As the English and American economists gen¬ 
erally leave the entrepreneur out of their discussion of produc¬ 
tion, so they leave out of view the share of the entre})reneur 
in treating of the distribution of wealth. ‘‘Profits” come to 
mean only the remuneration for the use of capital, what we 
call distinctively interc.st ; or, if it be recognized that the man 
who organizes and conducts industrial ojierations receives 
something over and above the mere return upon that portion 
of the capital emjiloyed by him vvhich he owns in his own 
right, that something is disparaged by being termed “ the 
wages of supervision and management.” 

Now it is fundamental in my theory of distribution that t]ie 
entrepreneur class, the emjiloyers of labor, receive a share of 
the product of industry wdii^h is so important, through its 
amount, that it can not possibly be omitted from consideration, 
and so widely different in the prin ;iples by wdiich it is g|^ 
erned, that the term wages can not be applied thereto without 
inducing a wholly unnecessary and mischievous confusion of 
ideas, leqding directly to false results. ^ 

To the entrepreneur’s share of the jiroduct of industry I 
shall strictly apjily the term profits. This use of the term, in 
my judgment, tends to promote clearer conccjitions regarding 
the distribution of wealth in the modern industrial state. 
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/ 306. Profits a Species of the Same Genus as Bent_In 

my opinion, profits thus defined bear a strong resemblance to ' 
rent. In this view I follow Arehbisliop Wlialely, who, in the 
appendiK to his treatise on Jjogic, de(!lares that tlie rent of 
land is only a species of an extensive genus, although, as he 
complains, the English economists have*tveated it as constitu¬ 
ting a genus by itself, and have eHher omitted ij^s cognate 
species, or liave'included tfiem under genera to which they do 
not properly belong. If this view is corn'd, the i)rine:i)les 
deduced tlVirefrom will be of very great (sonsecpienec, not 
only to political economy, but to social ]ihiloso])hy. Let us, 
therefore, state ^fam tlTg essential dilierenccs between Rent 
and Interest. 

1st. A portion of the land cultivated for the supply of any 
given market, bears no rent; this we call the no-rent land. 
Tlie rent paid for any pic'ci* of land is exaetl}' nu'asured, in 
theory, by its excess of advantages in }>roduotion, over the 
advantages .in production pc'rtaining to the no-rent land. On 
the other hand, there is not any no-interest c.ajdtal. It is true 
that a person lending cajdtal may not only not obtidn, in the 
result, any interest for its use, bii;, fnay even lose the jn’inci- 
})al; but this will be due to violence or fraud, to flood or fire 
or stress of weather, or, else, to the unsuspected incompetence /— 
of the borrower to conduct l»isiness, all of which we may sum" 
up in the word accident. Tlmni is no reason why such acci¬ 
dents should befall one portion of c.aj)ital and not aimther, 
wjjereas there is a reason, in the naturi' of the case, why one 
piece of land should bear a rent and another not; why one 
piece should bear a high and another a low rent. Tln'oreti- 
cally all capitaf bears interest; and, theoretically • also, all 
/'q|kal bears the same rate tf interest, cxceidions being either, 
first, apparent only, as when an additional per tent, is charged, 
not as interest proper, but for the insurance of the principal, 
or secondly, those arising from the disinclination of capital to 
emigrate, from the ignorance or inertia of lenders and bor¬ 
rowers, or from the force of laws interfering with contracts 
of loan. 

, 2nd. It follows that interest forms a part of the price of 
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all products, but that rent forms no part of the price of agri¬ 
cultural produce {for the demonstration of this,,theorem, see 
par. 262), and that,the amoAnt received by the landlord, as 
refit, is not paid either by the agricultural laborer, or by the 
consumer of the produce. 

807. .Profits Governed by the same Law as Bent.— 
Having restated the esseiitial distinction between interest and 
rent, I shall now undert.ake to sliow that profits, the remunera¬ 
tion of the entrepreneur or employer, partake largely of the na¬ 
ture of rent, being a s]»ecies of the same genus. Sq* f.ar as this 
is the case, profits do not form a part of the price of the ])rod- 
ncts of indu.stry, and do not cause any dniiinution of the 
w.'j^ges of labor. 

Tlie successful conduct of business, under free and active 
competition, is due to excejrtional abilities or to exceptional 
opportunities. Whether due to exceptional abilities or to 
exceptional op])ortunities, ray proposition could be equally 
well established, just as it makes no difference in the theorj' 
of rent whether a piece of land owes its superior advantages 
for the j)urpo^ps of cultivation to higher natural fertility, or 
to closer proximity to the market to be su])j)lied. Yet it can 
not be a matter of indifference to social philosophy, whether 
the jiower to command jjrofits be due to exceptional abili¬ 
ties or to exceptional opjantunities ; and I may, therefore, be 
p.ardoned for pausing to point out that the former arc far 
more efiicient than the latter, in securing profits. 

To justify this .assertion it will be enough to refer to Ijhe 
well-known fact that a great majority of all business houses 
which have achieved notable vsuccess h.avc been founded by 
men who owed almost nothing to opportunity. On the other 
hand, nothing is more f.amiliar tb-an the spectacle of gi^t. 
houses, deeply founded, which h.ave enjoyed high prestige, 
wide connections and large accumulated capital, dwindling 
away litjle by little, if not brought abruptly to their downfall, 
under the successors of the original founde.r, simply bec.ause 
the management which had been strong and brave and wise, 
became commonplace, purposeless, timid and weak.l All this 
is so familiar that I do not fear that any American, at leas^ 



■fHE ORIGIN OF PROFITS. 237 

will question the assertion that exceptional abilities have far 
more to do wj^h the successful conduct of business, than excep¬ 
tional opportunities. 

Inasmuch as it would make no difference whether j)rofits 
were due to excej)tional abilities or to exceptional o])j)oi-tuni- 
ties, while the former are in fact, much the more important 
factor in the sue,eessfiil conduct of business, I shall,Jiereafter, 
for convenience and siin]>licity, speak of profits as due to ex¬ 
ceptional abilities, just as in discussing the (juestion of tlo' use 
of the laru^ we spe.ak of rent ns due to differences in fertility, 
assuming, for eonveiiience of illustration, all the fields under 
view to be in equal jirovVnity to the market. 

308. A Theoretical No-Proflts Stage of Production‘-»If 
the number of men of exceptional abilities were sufficient or 
more than sufficient to do all the business that required to be 
done, of all sorts and in all jilaees ; if (i’) these men, however 
much surpassing :fll other members of the indnstnal society, 
were among themselves (‘(jual in all res])eefs which concern 
the eomhiet of business ; and if (a) this class, so constituted 
and so endoMcd, wvre distinguished fnnn all nqj of their cl.ass 
soclearlyandeonspicnonsly that n,. one iTavingthese exce|>tional 
abilities should fail to be I'eeognized, and no one lacking such 
abilities in the full measure should esteem himself ea))able qf- 
conducting business, or be so (‘steemed, for the ]>'ii])ose off 
oht.aining credit, we should have a situation closely analogous 
to that which we deseribedQ ar. 255)in the ease of a coiunuinity 
ni^ar whi(k was found an amount of good land, of uniform 
quality, adequate, or more than adequate, to raise all prodpee 
required for the support of the tommnniiy. 

Tile result would be, either that this class would, by form- 
in_'^«a combination and scnfjiulousl^ idhering to its terms and 
118*^ spirit, create and m.aintain a monopoly juice for their ser¬ 
vices in eondnetiug the busnu'ss requiring to be done, which is 
so improbable as to be altogether out of our eontemj)latij|in, or 
they would, by competing among themselves for the, amount 
of business, bring dowm its r,ate to so low » point that the 
remuneration of each and every one of this class woulcl be jirac- 
tically equal to what he would receive if employed by another. 
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This, wliich we might call the “ iio-profits ” stage of iudustrial 
society, corre8i)on(is closely to the “ no-reitt ” ,stage in the 
cultivation of the BO,il. The jiersons remaining in the conduct 
of 'business would earn their necc'ssary subsistence, • but no 
more. Economically it would make no dillerence to them 
whether t^ey did this,*as employers or employed. 

309.-i-^n fact, howevef, the (pialific;Uions for the conduct 
of business are not equal throughout all of a suiiiciently numer¬ 
ous class. On tin? contrary, the range of ability is almost 
world-widcv First, we have those I’arely-gifted ])arsons who, 
in common j)hrase, seem to turn every tiling they touch into 
gold ; whose commercial dealings havo the air Of m.agic ; who 
ha^e such insight as almost to s<'em to have foresight ; who 
are so resolute and firm in temper that ajiprehension and alamis 
and repi'ated shocks of dis.aster never cause them to relax 
their hold or change tludr course ; who have such command 
over men that all with whom they have to* do acquire vigor 
from the contact .and work fortliem as they would not, peril,ajxs 
could not, work for others. 

Next beh)w„ though far below, we have that much larger 
class of men of business, ‘of a high order of talent, though 
without genius or anything savoring of magic, whose unquali- 
fi.ed success is easily comprehended, even if it can not be 
Hnitated : men of natural mastery, sagacious, jiromjit and 
resolute. 

Then we have the men who. on the whole, do well, or jiretty 
well.'in business : men who enjoy a harmonious union of all tjie 
qualities of the entrepreneur, though only in moderate degree, 
or in whom some defect, mentajor moral, inqiairs a higher order 
of abilities ; men who are never masters of their fortune.s, arc 
never beyond the imminence of disaster, .and yet, by care 
pains and diligence, win no small profits froim their business, 
and, if frugality be added to their other virtues, accumulate 
in time large estates. ^ 

Lower down in the industrial order are a multitude of men 
who are found in the control of business enterprises for no 
good reaso'n : men of checkered fortunes, sometimes doing well, 
but more often ill; some of them, perha})s, filling a place that 



THE NO-PROFITS EMPLOYER, 


239 


■would not otberwise be filled, but, more commonly in business 
because they^liavc forced tlicmselves into i1» under a mistaken 
idea of their own abilities, perhaps encouraged by the partial,, 
ity of friends who have beenPwilling to place in their hands 1;he 
agencies of production, or intrust tliem with commercial or 
banking cajiital. The industrial careers of these rrilii are not 
peculiarly hap^jy, thongh tjie degree in which they |uffer from 
the constant imminence of loss, porhaj)s of bankruptcy, is very 
much a matter of temperament. Some take it extremely hard, 
and when they f;.ll make no effort to rise again ; others are 
irrepressible as IIs>'h>()uin, jumping up, alert as ever, after 
being apparently hanged', drawn and quartered by the common 
executioner. , 

310. The No-Proflts Class of Employers.—Now, in my 
view of the (juestion of jirofits, we find, in the lower stratum 
of the industrial order thus rudely and hastily sketched, a 
“no-profits” clasft of employers. Notwithstanding all the 
magnificent premiums of business sueciess, the men of real 
businesij power arc not so many but that no small j)art of the 
posts of industry atid trade are filled by wwi inadeejuateJy 
qualified, and who, consequently, have’a very checkered career 
and realize for themselves, taking their whole lives together, 
a meager com])ensiition, so meager that, for puq)oses of seicj»— 
tific reasoning, we may treat it as constituting no ])rofits a1 
all. Live they do, partly by legitimate toll upon the business 
that pashes through their hands, ])artly at the cost of their 
creditors, with whom they m.ake fre(pient comjiositions, p.artly 
at the expense of friends, or by the sacrifice of inheoted 
means. This bare subsistenccf obi aim'd through so much of 
hard work, of anxiety, and often of humiliation, wwegard as 
tl^ minimum which, in ci»)nomies, .v(‘ can treat as nil. (From 
tnis low point ttpw.ards, we measure )>rofits.' 

311. Profits do not form a part of the Price of Manufac¬ 
tured Products.—If this view of the employing clajs be cor¬ 
rectly taken, it appears that, under perfect competition, that 
is, whore the conditions of a good market are supplii'd, manu¬ 
facturing profits, for instance, are not obtained through any 
deduction from the wages of mechanical labor ; and, secondly, 
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manufacturing profits do not constitute a part of tlie price of 
manufactured gofcds. All profits are drawn f*om a body of 
wealth which is created * by the excej)tional abilities (or op¬ 
portunities) of those emj)loyers who receive profits, measured 
from the level of those employers who receive no profits, just 
as all rents are drawn from a body of wealth, whi(di is created 
by the ex^-eptional fertility (or facjlitieif for transportation of 
produce) of the rent-lands, measured from the level of the no¬ 
rent lands. 

The price of manufactured goods of any particuiar descrip¬ 
tion is determinc'd by the cost of produati^n of that portion 
of the su})p]y which is prodiie,ed at rfie greatest disadvantage 
(]»r. 137). If the dem.and for such goods is so great as to 
require a certain amount to be produced under the manage¬ 
ment and control of persons whose efliciency in organizing 
and supervising the forces of labor and capital is small, the 
cost of production of that portion of the stock will be large, 
and the price will be correspondingly high, yet, high as it is, 
it will not be high enough to yield to the em})loyei;s of thiv 
grade any mos" th.an that scant and difficult subsistence which 
we have takeTi as the no-j/rofits line. 

The price at which these goods are to be sold, however, 
^Slill determine the price of the whole sup})ly, since, in any one 
Inarket, at iiny one time, there is but one ])rice for different 
portions of the same commodity, lienee, whatever the cost 
of jiroduction of those portions of the supply which are pro¬ 
duced by employers of a higher industrial grade, they vjfll 
command th(( same jtrice as those portions which are produced 
at the greatest disadvantage*. The difference, so measured, 
will go fis profits to each individual employer, according to 
his own success in ))roduction.' 

312. Profits are not Subtracted fromWafees.— Do profits, 
then, come out of wages ? Not a( all. Tlie employers of the 
lowest isdustrial grade—the no-profits employers, as we have 


•Prof. Alfred Marshall says: “The earnings of management of a 
manufacturer represent the value of the addition which his work makes 
to the total produce of capital and industry.” 
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called them—must pay wages sufficient to hire laborers to 
work under Jlieir direction. These wages constitute an essen¬ 
tial j)art of the cost, to the empfoyer, of the jn'oduelion of th<^ 
goods. • The fact that tliese.wages are set high is the rerfSon 
why these employers are unable (their skill and power in organ¬ 
izing and energizing labor and capital tteing no greater than 
they are), to realize any profits for \hemBelvcs. 

The employers of the higher industrial grades will pay the 
same wages to their laborers. Why, in equity or in <*cono- 
inics, shoujd a laborer who works for a strong, prudent and 
skillful master, receive higher w.ages than one whose fortune 
it is to work' for a vacillating, weak or reckless employer. 
The one laborer is as efficient as tbe other, and works as h^rd. 
The difference in jiroduction, wliich, in the one case allows rent 
to be paid, and in the other enables the employer to secure a 
profit, is due to no superiority in tbe quality of the labor or 
the capital emplos'ed, over that of the labor and tbe cijiital em¬ 
ployed where no rents or no jirofits are realized. In the one 
case it is due to the suiierior fertility of the land, or its greater 
facilities for the transportation of produce ^^in tbe other, to 
the superior abilities or opporl uifities of him who conducts 
industry. 

In the latter case, the emjiloyer, paying wages at the sag)*, 
rate to his laborers, and interest, at the same rate, to the cajA- 
talist, for so much as he has to borrow, and selling his goods, 
so far as they are of equal quality, at the same price as the 
employer who makes no profits, is yet able to accumulate a clear 
surjilus after all obligations are discharged, which surplus is 
called profits. This is effected by his careful study of the sources 
of his materials; by his comprehension of the demajids of the 
m^arket; by his steadiness* and self-control in the presence of 
temptations to «extravagance or wild ventures ; by his organiz¬ 
ing foree and administi'ative ability ; by his energy, economy 
and prudence. 

313. The No-Proflts Employer.—A failure to discern the 
true relations of profits to wages has led to a mistaken ajipre- 
oiation of the interests of the community," and especially 
.of the laboring classes, regarding the employers of labor. 



POLITICAL economy: 


342 

While the large profits of the successful employer have been 
the subject of much jealousy, and almost uiiifoiimly excite in 
. the minds of the unthinking the sense of personal wrong, there 
is 'an entire lack of jealousy exhibited towards the unsuccessful 
man of business, who often receives a great deal of sympathy 
from the laboring class. 

So far ns the symj>athy extended towards the unsuccessful 
man of business is of a personal nature, flowing from a kindly 
disposition towards the unfortunate, it is, of (lourse, very amia¬ 
ble. But there is reason to believe that this sentiment is not 
wholly of a good origin, but is (juite .as larg ely produced by a 
misajiprehension of economic, relatioits^. Tlie *iaborer8 appre- 
cinfc, in some degree, the cares under which the unsuccessful 
employer labors, the anxieties from which he suffers, the 
humiliation into which he is occasionally plunged. They 
know he has a pretty poor time of it on the whole, and they 
are not envious of him. On the contrary, they use his hard lot 
to sharpen their envy of the man who reaps large i)rofitsfrom 
the conduct of business and the employmcuit of lab<n-. They 
compare the ri^'Ti rew'ards of the one, who, ])erhaj)S, in time, 
becomes worth his millioils, with the meager recoriij)ense of 
the other, who, at the end of a long life of labor, has little to 
«.4jow for it all; and the comj)arison tends to heighten the 
feeling of loss and of wrong with which the gains of the 
fonner are contemplated. 

If, however, we have rightly indicated the source of profits, 
not only is the unsuccessful employer deserving of no spec^^l 
economic sympathy, but his conduct of business, his control 
of Labor-force and capital-forco is at a great cost to the labor¬ 
ing class^.AS forming a part of the general community. 

We saw that rents were measureil upward from the pro(tec- 
tive level of no-rent land. If, therefore, that sevel is lowered, 
rents are, (par. 2.'5'7) by that fact r.aised. Similarly, profits 
are measfircd upwmrds from the level of the no-profits /ilass of 
employers ; and any cause which brings incoraei)tent persons 
into the conduct .of business, or keeps them there against the 
natural tendency of trade to throw them out, increases the 
profits of the successful employers, as a class, by enhancing 
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the cost of production and, consequently, the price of that 
portion of tin* supply which is produced at*tlie greatest dis¬ 
advantage. This enhancement of price is at the expense ot- 
all who 6onsuine the goods s6 produced ; the laboring class 
equally with others, in theory ; probab^ in fact more than 
any other, on account t)f their liniitc^ ability to look out for 
their own interests in retail,trade. 

814. What Causes Help to Swell the Proportion of In¬ 
competent Employers of Labor P— Shilly-shally laws relating 
to insolvency do this ; bad money does this ; truck does this ; 
protection, in my judgment, does this. Each of these causes 
enables men to'escaju' tlie eonseijuenees of incompeteney, and 
to bang miserably on to business, where they are .an obstnw- 
tion and a nuisance. Slavery, in like manner, enables men to 
control labor and direct production, who nc'ver would beciome, 
on an equal scale, the employers of free labor ; and it is not 
more to the inefficit'ncy of the slave than to the in''omji(‘tency 
of the master, th.at the unproductiveness of ch.attcl labor is 
due. 

• ... • 

The lower the industrial quality of free lalcor, the more 

ignorant and inert the individual laborer, the lower m.ay be the 
cyality of the men who can just sustain themselves in the 
jKcsition of employers. Men become the ('mployers of cheay 
labor who would never become the employers of dear Labor,' 
and who ought not to be the (>mployers of any sort of Labor. 
The more active becomes the; competition among the wages 
clfs:.s, the more prompt their resort to market, the more per- 
sisflent their demand for every possible increase of reinnn''’'a- 
tion, the greater will be the pitcssure brought to bear u)>on 
S'lcdi employers to drop out of the place into which they have 
> croivded themselves at the* cost of ihe general communit 3 ', 
anfl where they ‘have been able to maintain themselves only 
because the working classes, have failed, through ignorance or 
inertia, (to exact their full terms. 

316. Importance of this View of Profits.—^It is comjje- 
tent to any person to dissent from the view of the origin and 
measure of business profits I have presented ; but it can not 
be gainsaid that, if that view be accepted as correct, we have 
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here the keystone of the arch, wliich completes the structure 
and hinds togethetthe other members into a symrectrical whole 
^spanning the entire field of distribution. We shall not, how¬ 
ever, he able to appreciate all the consequences of thisS theory, 
until we have carried our studies through the subject of wages, 
the remuneration of labor. 

316. Qtetting Bid of the Emplpyer.*-!!! the department of 
Production we di'scribed the function of the entrej)reneur, or 
employer, the person who, hiring labor on the one hand, and 
borrowing ca])ital on the other, initiates industrial operations 
according to his own pl.ans, and with a^j^>w to his own econo¬ 
mic benefit. Coming down to the defSartment'of Disti ibution, 
Wfi have, but just now, inquired how the contemplated benefit 
is secured by the employer, and what are the limits of that 
benefit, which we term ])rotits. 

It has been said, in the course of this discussion, that this 
i benefit obtained by the employer, his })rdfits, has been the 
object of not a little jealousy and envy 0 !i the part of the labor¬ 
ers and (iapitalists to whom he has paid wages or,interest. 
Those wages jyid that interest the recij)ients would be glad to 
see increased by some'adilition derived from the source from 
which the employer obtains his jn-ofits. This could only be 
.<ipne by the laborers and the capitalists combining to perfoim 
the employer’s work in ])roduction, and thereby becoming 
entitled, or perhaj)S we had better say enabled, to claim his 
share of the product in distribution. 

317. Co-operation.—Organized and systematic elforts«to 

get. rid of the entrepreneur or employer have not been un¬ 
known. Among the many schemes for largely and rapidly 
improving the condition of the masses of the j)eople, which 
had their birth in the period of social and political fermenta¬ 
tion which we call the Revolution of 1848, tioue had faifer 
promise of substantial results tliap that known by the name 
of Co.-operation. • 

Generically, co-operation is a term of wide application, and, 
in its use in political economy, may express the union of indus¬ 
trial agents in production upon any terms and under any 
system of organization. Since the period referred to, how- 
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ever, the terra has corae to have a limited signification, con¬ 
fined to an inchistrial organization from which the entrepreneur 
is excluded, and under which the’ product pf industry is again 
to be divided into three principal shares, instead of four'as 
under the entrepreneur system. I here only indicate the place 
which co-operation oocupies in the scheme of Distribution, 
postponing the discussnon of the scheme to Part VI, 


CHAPTER V. 


WAOES. 


318. Definition of Wages.—We have seen three shares cut 
off the product of industry. Of the four ju-incipal parts* into 
which that product; is divided, under the entrepreneur organi¬ 
zation, as existing almost universally in Ens;land, and as 
rapidly extending in the United States, on the continent of 
Europe, and in all progressive countries, there ponalns but one 
to be treated. Wages, the remuneration of labor. 

Before seeking the law which governs wages, two distinc- 
tlfirfs require to be drawn very clearly, distinctions which the^ 
reader will need to hold strongly in mind through the whole* 
course of our future discussion, the dist.inetion, viz., between 
real and nominal wages, and that between the real nd the 
nominal cost of labor. 

t 

319. Beal and Nominal Wages.—Real wages arc the re¬ 
muneration of the laborer as Reckoned in the necessaries, 
comforts and luxuries of lifel 

Real wages may differ Yidely, even when nominal wages 
arf*of the same ^mount, by reason of : 

(a) Variations in the purchase power of money. 

ip) Varieties in the form bf payment; as when the board of 
the laborer, the rent of a cottage, the privilege of grazlhg a 

• Certain minor shares in distribution will be treated ip the .next chap¬ 
ter. For the purposes of the present discussion they may safely be dis 
regarded. 
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COW, allowances of certain quantities of food, drink or fuel, 
the right to take«flour at miller’s prices,one onmore of these, 
ij^re added to the money wages of the laborer. Such forms of 
payment are not of much imjmttance throughout the United 
States, generally, at the present time ; but in many European 
countries they constituje elements wliich can not be over¬ 
looked ii» discussing the question, of coinpariitive wages. In 
England, a series of acts of I’arliament, extending over four 
hundred years, have successively restricted the right of the 
employer to pay wages in aught but the (u)in of the realm. 

(c) The greater opportunities in sjwie avocations than in 
others for extra earnings by the laborer himself or by the 
members of his family. Thus, Prof. Senior says : “ The earn¬ 
ings of the wife and children of many a Manchester weaver 
exceed or equal those of himsidf. Those of the wife and (ihil- 
dren of an agricultural laborer, or of a carpenter or coal- 
heaver, are generally unimportant.” The" true unit in the 
comparison of wages is cvidentl}' the family. 

320. {<!) Tile greater regularity of employment, in some 
avocations tbtn others. Varying regularity of employment 
may be due to (1) the'naturc of the individual avocation, (2) 
the force of the seasons, (a) social causes, (4) industrial caiisfs, 
iike strikes, jianics, and so-called “ hard times.” 

In illustration of the foregoing causes, we have the widely 
vaiying rates of agricultural wages from one season to 
another, being often, e. g., more than twice as great in the 
third as in the first (piarter of the year. This is due to Iftith 
of .the first two causes adduced. It is not alone the difference 
of the seasons which makes agricultural wage^ so irregular ; in 
part, alse, it is the nature of the operations involved. After 
the seed has been planted, time nibst be given it to grow.ynd « 
this would be so were there no winter. So fii the fisheries', it 
is not alone the stress of weather ^vhich obliges the laborer to 
lie iij'e during portions of the year, but, in part, the rtproduc¬ 
tive necessities of the fish. In other avocations it is the force 
of the seasons alone which makes emjiloyment irregular, as, 
for example, in the briokmaking, quarrying, carpentering 
house-painting, and other trades. 
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Among social causes affectiiig the regularity of employ¬ 
ment, as loetwpen country and country, nuiy,be mentioned the 
obsen'ance of festivals and religidus rites, rvliicli among some 
peoples occupy a hundred and»more days iji the year. 

(e) The longer duration of the labor power in sojue avoca¬ 
tions and some countrit^s, than in otliers.* 

Thus, Dr. Neison has shown that the mean mojtality in 
England between 25 and 05 years of age, is, in the clcncal 
profession 1.12 per cent. ; in the legal, l.a" ; in the medi¬ 
cal, 1.81. In domestic service, the mortality among garden¬ 
ers, is but .00 per e.'nt. ; among grooms, 1.20; among 
coa(!hmen, 1.84; Of the several branches of manufactui'e, 
paj)er shows a mean mortality of 1.45 ; tin, 1.01 : iron, 1.75,; 
glass, 1.88 ; lead, 2.24 ; earthenware, 2.57. Among the different 
kinds of mining, iron shows a mean mortality of 1.80; tin, 
1.90; lead, 2.50 ; cojiper, 3.17. 

Dr. Edward Jarvis has shown that, on the averag**, an Irish¬ 
man who has reached the age of 20, has 28.88 years to live ; a 
Frenchman, 32.84 ; an Englishman, 35.55 ; a Norwegian, 
39.61. 

It is evident that if two persons begiil to labor productively 
at the same period of life and eontinue at work until death, 
al*tlie same nominal rate of wages, that one receives tin* 
higher real remuneration who lives the longer, inasmuch as 
the cost of his maiTitenanee during the, first unproductive 
years of life, must, in any jdiilosophical view of the subject, be 
ch,'\’;ged upon his wages during his period of labor. 

321. Nominal and Beal Cost of Labor.—Another distinc¬ 
tion which requires to be observod is that between wages and 
the cost of labor. 

, In treating wages as high«or low, we occupy the laborer’s 
polJt of view. In treating the cost of labor as high or low, 
we occupy the point of v'lew^ of the employer. 

Wagt^ are high or low according to the abundaneevoi; the 
scantiness of the necessaries, comforts and luxuries which the 
laborer can command. I’hc cost of labor is high or low, 
according as the employer gets an ample or a scanty return for 
the wages he pays the laborer, whether these be low or high. 
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It is possible that an employer may pay high wages, and yet 
the cost of labor Ijp him may prove to he low, bj reason of the 
, laborer’s superior efficiency. On the other hand, the employer 
may pay wages on which the laborer can only live moot miser¬ 
ably, and yet the employer he greatly straitened to get hack 
these wages in the va'me of his product;^ so poor and wasteful 
may be the services rend'ered. 

In Part II. we. have exjdained at great lehgth the causes 
which affect the laborer’s efficiency. 

It is probably true that, as a rule, the highest paid labor is 
that which costs the employer least. This is evidenced by the 
two facts that, generally speaking, emjdoyer.i, when they 
reduce their force, discharge their lowest paid laborers first; 
and that, generally sja-aking, it is the. countries where the low¬ 
est real wages are paid which feel the necessity of imposing 
commercial restrictions to keep out the products of others. 
Thus, India, where the cotton spinner getf only 20 pence a 
week, is flooded by the cottons of England, where the spinner 
receives 20 shillings; and Russia, where the laborer in iron 
works receive^ hut three roubles a week, has to j)rotect her¬ 
self, or thinks she mnst do so, against the iron of England, 
where the workman receives four or five times as much. 

., 322. Relation of Wages to the Other Shares of Tie 
Ofroduot of Industry.—It has not been by accident, or udiim, 
or from any notion respecting the comparative dignity of the 
several claimants to the product of industry, that rent, inter¬ 
est, 'and profits have been discussed before wages. 

This order has been followed for a positive rea.son, which is 
that, in the theory of distriln\tion here, proposed, wages equal 
the product of industry minm the three parts' already determ¬ 
ined in their nature and amount. ,In this view, the laboring 
class receive all they help to produce, subject to deductioi/jon ' 
the three several accounts mentionedi 

323. Rent Deducted.—First, rent is to be deducted. On 
the ibwest grade of lands there is no rent. On the more pro¬ 
ductive soils rent, at its economic maximum, equals the excess 
of produce after the cost of cultivating the no-rent soils has 
been paid. This rent does not affect the price of agricultural 
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produce, and does not come out of the remuneration of the 
agricultural laborer. 

We thus see that the first dedhction to, be made from the 
product of industry is of a jicrfectly definite nature, and tCat, 
on the assumption of active com{)etition on both sides, the 
amount of that reduction is susceptible* of arithmetical com¬ 
putation. Rent must,come out befo’re the questioiiiof wages 
is considered. The laborer*can not get it, or any part of it, by 
any economic means. It must go to the land-owner, unless it 
be confiscated by the State, or ravished aw.ay by violence. 

324. Interest Deducted.— Secondly, from tlie juoduct of 
industry must.be deducted a remuneration for the use of capi¬ 
tal. That remuneration must be high enough to induce tho#e 
who have produced wealth to sav(‘ it and store it up, in the 
pl.ace of consuming it immediately for the gratific.ation of j)er- 
sonal appetites or tastes. This may imj)ly, in one state of 
society, an annu.'il rate of interest of eight ]ier cent.; in 
another, of five ; in another, of throe. 

326. Profits Deducted.— The thin! and last deduction to 
be made* from the product of industry before tlie laborer 
becomes entitled thereto, is what we have <!alled j)rofits, the 
remuneration of the entrepreneur, the emj)loyer, the man of 
WWhess, the captain of industry, who sets in motion the com-. 
plicated machinery of modern production. * 

From the importance assigned, in this work, to the entre¬ 
preneur’s or employer’s function, thecomdusion might .te h.ast- 
ily drawn that production would be primarily for his beiafit, 
that he, if any one, would be the residu.al chaimant upon the 
product; that, paying the capitalist, on one side, enough, 
under the name of interest, to secure the use of hi^. capital, 
and paying the laborer, on Jhe other Sde, enough, under the 
’ na|le of wages, Jo secure his services, this man of business, 
captain of industry, merdiant, manufacturer, or banker, would 

retain as his own all that remains. And so, indeed^in any 
• * '* * 
individual transaction he does, owing to the force of contract, 

just as the farmer, under a lease, pays the owner of the soil 

no more in years when the yield is exceptionally large, and 

unless in years when the crops are short. 
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If, however, we have correctly indicated the source of the 
employer’s profits, they are of the same nature ^ as rent. As 
there are no-rent lands, so there is a class of employers who 
dMve from the business they co/iduct a bare subsistence, at 
the cost of much anxiety, and perhaps also of discredit, many 
of them living mainly’at the expense of their creditors. These 
we call the no-profits employers. 

From this point, where profits, il’ any, are so small and so 
hiirdlj' earned that they may, for scientific purjioses, be dis¬ 
regarded, u])wards throngli many grades, we have employers 
who derive moderate profits, liberal profits, grand profits, 
monumental profits aggregating in a lifetime colossal for¬ 
tunes, according to the degrees in which th(>y bring courage, 
prudence, foresight, frugality, and authority over men, to the 
organization and condinitof business enterprises. If I am right 
in this view of the nature of the entre])reneur’s function and 
of the source of his profits, those profits would, under full and 
free corap(“titiou, not form a part of the j)rice of commodities, 
and are not obtained by deduction from wages. In other 
words, these profits consist wholly of wealth createU by the 
individual emploj^ers themselves, over and .above the wealth 
which would have been produced, in similar industrial enter¬ 
prises, by the same labor-force and capital-force under "Sre 
Opntrol of employers of less efficiency. 

326. The Laborer, the Residual Claimant to the Product 
of Industry.—These three shares being cut off the product of 
industry, the whole remaining body of wealth, daily or annu- 
aljy created, is the property of the laboring class ;* tfieir 

* Tfiis is substantially the position taken by the lamjmted Prof. Stanley 
Jevona, of University College, London, who states tliat “ The wages of a 
working man are ultimately coincident v ith what he produces, after the 
deduetion of rent, taxes, and the interest of capital." In this matt^f'of 
Wages, Prof. .lovons emphatically rcpudi.itcs the doctrines generally 
accepted in his own country, saying: Our English Economists have 

been living in.a fool’s paradi.se,” and frankly ranges himself with the 
Frendi economists, “ from Condillac, Baudeau, and Le Trosne, through 
J. B. Say, DeStutt Tracy, Storch, and others, down to Bastiat and Cour- 
celle Seneuil.” 

“ The truth," he declares, “is with the French School, and the sooner 
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wages, or the remuneration of their services. So far as, by 
their energy ip work, their economy in the^use of materials, 
or their care in dealing with the finished product, the value of 
that product is increased, thatiincrease goes to them by purely 
natural laws, provided only competition be full and free., 
Every invention in mechanics, every di^overy in the chemi¬ 
cal art, no matter by ■Whom made, inures directly ayd imme¬ 
diately to their beneiit, excdpt so far as a limited monopoly 
may be created by law, for the encour,ageracnt of invention 
and discovery. 

Unless by their own neglect of their own interests, or 
through inequitable laws, or social customs having the force 
of law, no other party can ent('r to make any claim on thp 
product of industrjr,* nor @an any one of the three parties 
already indicated carry away any thing in excess of its nor¬ 
mal share, as hereinbefore defined. 

327. The English Doctrine of Wages.—The view here 
taken of the Distribution of Wealth, under the entrepreneur 
organization of industry, differs widely from that held by the 
English economists, except as respects the singl^e share of the 
landowner—Rent. ^According to those‘writers, the <!apitalist- 
employcr is the residual claimant upon the product of indus- 
ti^f!fl)eQuincey summed up the Ricardian doctrine in saying: • 
“Profits are the leavings of W.‘iges.”f From the entire' 


we recognize the fact, the bettor it will be for all tlie worl<l, except, per- 
hiip^flhe few writers who are too far committed to tlic old erroii.-ous 
doctrines to allow of renunciation.” [Preface to the yccoud Editio;..of 
his Theory of Political Economy, IbSOf] 

I may remark that when, in 1874,1 had occasion to trace t'ie genesis 
and the literary Idstory of the Wfge Fund Theory (See Ntrrth American 
January, 1875), I did not find a single French economist infected 
by me pernicious doctrine whjch long held sway across the channel. 

* With the exception, still, of the State and of the speculator, whom it 
has seeme* best, for clearness of view, to remove altogether ifora the 
present discussion, and whose shares in the distribution of the product of 
industry -will be elsewhere considered. 

t “There is no other way,” saidBicardo, “of keeping profits up, but 
byjteeping wages down.” “Profits,” said Mr. McCulloch, “vary in- 
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product of the exertions and sacrifices of the industrial com¬ 
munity, there is cyt off Rent, as determined by Jhe Ricardian 
formula. Next the laborer’6 share is ascertained in accord- 
ande with the Wage Fund,* the amount possibly to be paid in 
this way being irrespective alike of the number and of the 
industrial quality of the laboring classi The rest belongs to 
the capitglist-einployer, as his own prcffits, so-called, consist* 
ing of two portions, one, due to tKe abstinence of the owner 
of capital, as such ; the other due to the present, personal 
exertions of the emjdoyer, as such. 

By this rule of distribution, no gain in the efficiency of the 
individual laborer, whetlier taking the direction of greater 
energy or of greater economy ; no mechanical invention, no 
chemical discovery, however much the capability of produc¬ 
tion may be increased thereby, can profit the laborer any 
thing, except as it first enhances the profits of the employing 
class, and thereby adds to the capital of the wage fund, to be 
thereafter expended in pnrcdiasing labor. 

328. In What Sense Wages are the Eesidual Share.— 
I have spoken of the laborer as the residual claimant upon 
the product of industry. That view of wages being new, even 
the phrase in which I have embodied it has been excepted to. 
»Since the first edition of this treatise was published, cC^'>t!.in 
nvriters have declared that there is no more reason for applying 
the term, residual, to w.ages than for applying it to any other 
share of the product of industry; that each share, in turn, 
eontprises all which the other shares do not include. 

vehtely as wages; that is, they fall wlicn wages rise, and rise when 
wages fall.” ^ 

In both' these statements, the word profits is used to include interest, 
as elsewhere explained. t 

*A discxission of the Wage Fund Theory will be found in PartWI. 
A few years ago, I should not have presumed to pass by this point with¬ 
out undf'rtaking a formal refutation of that tlieory which, till recently, 
had bomplete possession of the English Economists. The 'fact that, 
though now generally abandoned, it still holds its place in so many 
treatises o,n the .shelves of our libraries, some of which arc even now used 
as texfbooks in our Colleges, appears to requite some notice to be 
taken of it. 
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The criticism of these writers is not just. It is competent 
to them to cejntrovert the view of the origin and measure of 
business profits presented in the last chapter; and, in exj>rc8s- 
ing their dissent therefrom,* they will, of course, deny fliat 
wages constitute the residual share of the product. But no 
one can jiroperly mak(| (juestion that, if this view of business 
profits be ac-cepted, (js correctly seating forth, in ^the large 
way, the facts* of industrji^, not only is what is manifestly 
meant by the phrases, residual claimant, residual share, com¬ 
pletely true, but also that those jdirases themselves are per¬ 
fectly accurate in th(‘ exjiression of that meaning. 

329. Upon the theory of jirofits which has been expounded, 
the remuneration of labor, wages, is strictly the'residual shaye 
of the product of industry, residual in this sense, that it is 
enhanced by every (iause, xvliatever that may be, which 
increases the jtroduct of industry without giving t,o any one 
of the other threoiparties to production a claim to an increased 
remuneration, under the ojieration of the princi))les already 
stated; residual in the sense that, even if any one or all of the 
other parties to production become so engaged in any given 
increase of the product as to ben ome entitled to an enhanced 
shart“ in its distribution, their shares still remain subject to 
(TJEermination by positive reasons, while wages receive the 
benefit of all that is left over after the other claimants an! 
satisfied. 

330. The Operation of the Buie Illustrated.- olranting 
the^iorrectness of the analysis we lia\c offered, it is defnon- 
strable that the product of industry may be increased w'iihout 
enhancing the share of all or (#f any of the other parties to 
distribution; add, even when the other shares arei-nhanced, 
it is pc .sible and even probable that, on the assumption of 
pc^'fect competition, the increiise of product, resulting from 
the introduction of any how fonse into industry will be greater 
than th^ sum of the increments by which rent, intesest, and 
profits shall have been enhanced. If this be so, then the 
wages class will receive a benefit from any increase of the 
product of industry corresponding to that dtriveH by tlie 
residuary legatee whenever the total value of the estate cou- 
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cenied is ascertained to have been, or from some unanticipated 
cause becomes, larger tlian m as in contemi)lati(in of the tes¬ 
tator when the amounts of llic several speeilic bequests were 
detbimined upon. 

831. Tims, to take the simjdest possible ease, let us say 
that the Hue ax 



re])resents the amount of the production of a given com¬ 
munity. Of this total, ax, let ah represent tliev.liarc going to 
tlje laud-holding class as rent; he, the remuneration of the 
caj)italist class, under the name of interest; dx, the portion of 
the produce paid in wages ; ainl, by consequence, cd, the part 
retained by the emj)l()ying cla^s as j)rotits. Let it now be sup¬ 
posed that an instantaneous im])rovement i*akes place in the 
industrial qu.ality of the laboring class, by which they become 
so mu(!h more careful and painstaking, more adroit and alert, 
more obser^mn/. and dexterous, as to effect a saving in the 
materials used in each* and (‘very stage of production, with a 
resulting increase of ten per cent, in the finished j)roduct over 
.what had been accomplished by more wasteful, clumsy, hml- 
less operatives. This assumption is certainly not an unreason¬ 
able one, as regards the extent, of the possible saving to be. 
effected through even a slight improvement in the industrial 
.quality of a laboring population. The total product will ihe'n 
be represented by the line ay. 

Our question is, To whom will go that portion of the prod¬ 
uce whiah is represented by the dotted line xy, under the 
normal operation of economic forots? 

I answer. If our analysis of the source of business profitS^is 
correct, this will go to the laboring Class in enhanced wages. 

332. .To whom (dse should it go ? To the landlord class, 
in higher rents? No, clearly not, since the materials'em- 
ployed have not been increased, but the gain to production 
results ffom 'a better economy of materials, in kinds and 
amounts as before. Hence, no greater demand is made upsm 
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the land; hence, cultivation is not driven down to inferior 
soils; hence,* rents can not be enhanced, »rent representing 
only and always the excess of produce ,()n the better soils 
above tliat of the soils of the^owest net jiroductivenessunder 
cultivation. The linoteft, therefore, remains unchanged. 

Shall the line he shjw any change'? Shall all or any part 
of the gain ay go to tlie capitalist class, as interest*? Ag.ain^ 
no. An iinj)roveitient in the industrial (piality of the labor¬ 
ing class does not necessarily incn'ase the amount of tools 
and supplies recjuired in j)roduction. On the contrary, neat, 
intelligent, careful workmen require even fewer tools than 
ignorant, slovenly, heedless woi'kmen, to jHTform the same 
kind and amount of work, since in the case ef the forirer 
there will be a smalle)’ j)roportion at any time broken or 
dulled or from any cause awaiting rejiair. Since, then, there 
is no greater demand for capital in the case supposed, there 
can be no increasf in the rate or amount of inter 'st; and the 
line he will, therefore, not be lengthened. 

Will tjie whole or any part of ay go to the employing class, 
as increased profits? If we have correctly•dise.overed the 
source of business j)rofits, this will ’ not be the case. An 
ita>#ovement in the industrial quality of a given body of work¬ 
men would not require an increase in the number of employr 
ers ; hence, would not, could not, enhance the aggregiite ' 
amount of profits. On the ctmtrary, an imj)roveraent in the 
industrial quality of the laboring class would tend, and would 
teutl strongly, to r.aise the standard of business ability in the- 
employing class; to drive out the more incompetent, tlm^eby 
raising the lowpr limit of production in this respect, and 
thereby reducing the aggregate amount realized as^jrofits. 

'yj^e see, therefore, that fhe line cu will not he increased, in 
trfe case supposed ; and^ as we have proved the same respect¬ 
ing ah and he successively, the whole of ay must go to 
lengthen the line da, representing the amoun^ pi<fevjou8ly 
received by the laboring class as wages. 

333. We have thus far, for convenience \)f reasoning and 
simplicity of illustration, assumed that the economic effect of 
^flTe improvement in the industrial quality of the body of 
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laborers in view, is confined to an increase in the aipount of 
the finished jiroduftt through a diminution in thit element of 
waste which enters,enorc or less, into all production of wealth. 
The slme argument would hold* good of an improveineiit in 
the industrial quality <^f the laboring population which should 
result in the jiroductiou t>f goods of e|nal bulk and weight, 
but of a greater value through a Ijighef quali,ty, a more per¬ 
fect finish, a nicer adaptation to the wants of the community. 
Not only is such an increase in the value of the product, which 
does not increase the amount of materials taken from the soil 
and hence has no tendency to enhance rents, possible, but 
iimtanccs of this churauter are, more than any other, represent- 
<i^ioe of the modes of production in conmiunities of ad¬ 
vancing civilization. Articles are often sold for twice, thrice 
or ten times as much as other articles, containing the same 
amount of material, simply by reason of the skill and taste 
t which has eulianeeJ their value to the cbiisunier. In all 
' such cases, the increase due to the improvement in the indus¬ 
trial quality of the laboring classes would, under thu jirinei- 
, pies laid dowii,«go, entire, to the laborers themselves, granted 
! only jierfeel,competition. 

334. But such an improvement in industrial quality wA ^ i j ^ 
probably be followed, sooner or later, bj' an actual increase 
in the amount of material '"^uployed. In this <;ase, what 
W’onld be the distribution of the produce ? The increase 
would no longer go entire to re-enforce wages. A larger 
amount of materials being used, a greater demand would“ije 
mad<i thereby upon the productive powers of the soil; the 
lower limit of cultivation wt)uld bo pushed, downwards, a 
longer or 9 shorter distance, to supply the increased demand ; 
and rent would be enhanced, as ill all prosperous and pio- 
gressive countries it certainly tends to be. * 

But the amount which would thus go to enhance rent—it 
mighl^ yfe mjich, it might be little—would still be limited by 
the Ricardian formula; and all the remainder would be 
principles laid down, to increase the 
reiDUlh^kk of Mifor, tlie portions reserved as interest and 

JgSHferingDOcliange. 
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336. But suppose, again, that the improvement in the in¬ 
dustrial qualify of the laboring class is carried to such a degree 
as to qualify them to use a highfir order o/ tools, more com¬ 
plicated', more delicate, and hence more expensive; 09 to 
abandon the hand-tools, heretofore employed, for costly and 
powerful machines. jHere we should have an increased 
demand for coital ;.*and, by consequence, supply remaining, 
for the time, unchanged. Interest would be enhanced. But 
the amount by which interest would be thus enhanced would 
not be the amount by which production u'as increased. On 
the contrary, the rate of interest would still be governed by 
the relation between the supply of and the demand for eapi- 
tgrl; and all the increase of product which was not thus taken' 
would, under the principles laid down, go directly and excTu- 
sively to increase wages. 

336. We may illustrate this by su])p()sing a w'orkman, who 
has hitherto been using a few coarse, simple, cheap and dura¬ 
ble tools, in producing a low-grade article, to have qualified 
himselfj by private study and practi(^e, to use numerous, 
delicate and intricate tools, in doing .. high order of work, in 
the same branch of industry. The <!ost of maintainfng the 
^sto^k of tools of the former kind might have been, including 
interest, repairs and occasional replacement, five doll,^'•^, a 
year. The cost of maintaining the stock of new tools inigkt 
1. fifty dollars a year. But, the increased daily value of the 
product, due to the introduction of a stiperior order of w'ork- 
n'-wship, mifflit be a dollar, or two dollars, a day. What I 
am insisting upon is, that, not only would the individual 
workman, in the given instauce, if he intelligently pul-sued 
his own interest, secure higher wages, correspon^ng to the 
increased value of bis projluction, minus the added cost of the 
#lhdce (which tprobably no one would deny), but that what 
would be true of the iildividual workman will be true of the 
working class, as a whofe, so far as, by an improvement in 
their industrial character, they qualify themselves for ^higher 
grade of production, higher in respect ,to quality or to 
amount. 

And it is to be remembered, in this connection, that what- 
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everj^,;the advantage which the added demand for tools or 
maotmery may, iu^ the immediate instance, give to the own- 
era of existing capital, that 'advantage will steadily tend to 
declin/;. Thus, in the case supposed, the first equipment of 
the improved laborer for his new w^>rk, might cost $200, 
increasing the demanll for capital to|tlii8 extent, and thus 
raising soqiewhat the sum obtained in that community, that 
year, as interest. But the increaf.e of production, might, as 
we have reasonably supposed, amount to even more than $200 
annually ; so that the supply of capital, relatively to the 
demand, might, after a single year, be greater than before ; 
while the capability of accumulating capital during each suc¬ 
ceeding year would be greatly enhanced. 


CHAPTER VI. 

WAGES.—CONTINUED. 

THE CONDITIONS' OF THE LABORING CLASS AS AFFECTED BY 
IMPERFECT COMPETITION. 

337‘The Economic Position of The Laboring Class.— 
I« Chapter V. we set forth the relation of wages to the 
Other shares of the product of industry, reaching the conclu¬ 
sion that, notwithstanding the formal attitude of the laboring 
class 'in industry, as hired by the entrepreneur class and wak¬ 
ing for stipulated wages, the normal operation of the laws of 
exchange is to make the formar, in effect, the owners of the 
entire pro.duct, subject to the requirement 'of paying the 
definite suras charged against that product^ on the three several 
accounts of rent, interest and profits. 

338. What Will They do With it P-aTIus position of the 
laboring^elass would seem to be a not ineligible one, coiiipeding 
that tile exigbneies of modern production require the mainte¬ 
nance of the entr^reneur class. 

I We havb sei^n what is the beat the laboring class can, in 
J theory, do for themselves, under the existing organization ot 
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j industry : what is the most they can claim for their services. 
Let us now inquire, what, in fact, this class ]Jo for themselves 
in this respect; and if they fall 'short of ^realizing their full 
share of-the product of industry, to what causes the failure is 
to be attributed. 

The laboring class n!ay do themsc^veif an economic injury in 
either or both of two^ways : fijst, through exccssk’e repro¬ 
duction, sexually, leading *10 ovei-population, involving the 
necessity of cultivating poorer and poorer soils, with the result 
of continually diminishing •pur capita production ; secondly, 
through a weak, spasmodic, or unintelligent competition with 
the employing'class.) 

The consideration of the former of these causes will be 
postponed till we reach the department of Consumption. The 
latter will form the subject of the following paragraphs. 

339. Imperfect Competition—A total failure of competi¬ 
tion is impossible.* No class will be found so stolhl and inert 
as to make no exertions whatever to change a worse for a 
better condition. The impulse to buy in the cheaper and to 
sell in the dearer market will, in some measure, .actuate every 
body of laborers. Yet the degree in “which that motive is 
effectual will be found to vary widely as between men of 
different climes, and of different races. Compare the New 
Englander with the East Indian. The former, inquisitive, 
alert, aggressive, almost destitute of attachment to locality, 
quick to change his avocation, if a profit shall appear, and so 
gifte^J with mechanical insight and aptitude as to acquire the 
rudiments of any art in an astonishingly short time; oecnpyjng 
a country where the transmissioif of intelligence is incessant, 
and where the transportation of juisscngers and freiglrt reaches 
, the maximum of ease, security and ^•,heapne8s ; enjoying the 
ad^fcitage of a wide margin of living, and with no inconsider¬ 
able savings laid by from'thj liberal earnings .of fonner years, 
is not lil^ly to remain long ignorant of opportunities im¬ 
proving his industrial conditions, whether through change of 
place or avocation, or likely long to allow snoh opportunities 
to remain unimproved. We get a measure of this freedom of 
indkidual movement in the census statistics, by which it ap- 
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pears that in 1880 nine and a half millions of the native popu¬ 
lation were living in States other than those of'their birth. 

340. The ImmQbility of Labor.—On the other hand, the 
Eastt Indian, bound in fetters'" of caste, of superstition, of 
ignorance and poverty, occupying a ^ountry vast portions of 
which are traversed only,by bullock-pt^ths, abides in his lot, in 
spite of *wretchcdne8S and famine, as "though rooted in the 
soil itself. 

But we have not to go as far .away as India, to find instances 
of a high degree of immobility in the population, in the face 
of strong and urgent reasons for migration. A century ago 
Adam Smith wrote : 

• “Eighteen ])ence a day may be reckoned the common price 
of labor in London and its neighborhood. At a few miles’ 
distance, it falls to fourteen and fifteen pence. Ten pence 
may be reckoned its price in Edinburgh and its neighborliood. 
At a few miles’ distance it falls to eight ])eli(u>, tlie usual price 
of common labor through the greatei’ })art of the low ctjuntiy 
of Scotland, where it varies a good deal less than ig, England. 
6 '«c/i a differe^ice of prices, lohich, it seems is not always suffi¬ 
cient to transport a man from one parish to another, would nec¬ 
essarily occasion so yreat a transportation of the most JmUnj 
commodities, not only from one point to another,but from one 
end of the kingdom, almost from one end of the world, to 
another, as would soon rediuwthem more nearly to a lecel.” 
So grcjit did the resistaiuic to the flow of labor appear to his 
eye, that he declared man to be “of .all sorts of luggaj^l^ the 
most difficult to be transported.” 

341. It might be sn])posI‘d that the increase during the 
century In the facilities for transportation and for the diffu¬ 
sion of information would hav(f done much to remove the > 
obstructions which, in Adam Smith’s day, retarded the move¬ 
ment of labor to its market; but the force of ignorance, fear 
and, pbverty is not so easily broken. Prof. Fawcett in his 
Political Economy writes; “ During the winter months, an 
ordinary .agricilltural laborer in Yorkshire earns thirteen shil¬ 
lings a week ; the 'vy.ages of a Wiltshire or Dorsetshire laborer, 
doing the same kind of W'ork, and working a similar number 
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of hours, are only nine shillings a week, This great difference 
in wages is hot eounlerhalaiiced hy oth»r considerations. 
Living is not more expensive in YorkshUe than in Dorset¬ 
shire, and the Dorsetshhe labo*rer does not enjoy any partfeiilar 
advantages or privile^’S which are depied to the Yorksliiie 
laborer.” 

Instances witjiout number might be cited, sb(Aving the 
practical immobility of the agricultural population of England 
in the i)ast ; and in this respi ct, England may be taken as 
fairly representing the actual world about which the eeono- 
mi.st reasons, being in the mean betwien the people of North 
America and Australia, on the one hand, and those of Asia, 
on the other. 

342. Change of Occupation.— So much for the movement 
from jdace to jilaee, whi<',h is neeiled to meet the re(piirements 
of industrial comj)etition. Of the movement from one avoca¬ 
tion to another, wdiich may bo laapiired for the s me end, an 
even less favorable account ma\’ be given. An Ajnerican will 
find it diftieult to conceive how slow and painful i.s the process 
by which an overcrowded avocation is deplet«.l or a growing 
industry re-enforced, in any of the States of Euro]ie. 

• Jn^liis last and greatest work J^rof. C'airnes sought to re.aeh 
a measure of the rate of this movement in England. Ilis^ 
result was substantially this ; that only loss hy death or disa¬ 
bility could be relied nj>on toTelieve the labor market in anv 
branch of industry which was overdone, and that the jsole 
disp'hsable fund for supplying new laborers to new' or grow¬ 
ing branches of industry was to be found in the body of ^ er- 
sons each yearcpming of age, imlusirially speaking. It would 
be easy to show that the “play ” thus given to the fcibormar- 
ket^is far within the limffs of those great oscillations of 
industry wliich labor must meet, fully and promptly, or 
suffer because it can not meet them. Moreover, it is doubt¬ 
ful wheflier Prof. Cairnes does not overrate thi^ dis'Jx.jtiable 
labor fund. 

So far from the members of the rising fteijerat’yan being 
perfectly free to move into avocations other than those of 
jheir parents, mill-owners arc harasscd»^^y applications from 
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I their hands to take children into employment on almost any 
I terms. The more, miserable the parents’ condition, the greater 
becomes the pressijre on them to crowd their children some- 
ho'v j somewhere, into service. ' Once in a mill, we know how 
little chance there is of the children ^iterwards taking, up for 
themselves another w.ay^of life. 

In the*agricultural districts of England, g^ngs of children 
of all ages, from sixteen down to* ten or even five years, were 
foimerly organized and driven from farm to farm, and from 
parish to parish, to work all day under strange overseers, and 
to sleep at night in barns, huddled together without distinc¬ 
tion of sex. The system of public agriculturafgangs required 
Sii act of I’arliament to bre.ak it up, and we have the testi¬ 
mony of the commission of 1867, that, in spite of the law, 
gangs were then still formed in some parts of the kingdom. 
So hate as 1870, children were employed in the brickyards of 
England, under strange masters, -at three and a half years of 
age. Account is given of a boy weighing .52 pounds, whose 
daily task covered fourteen miles ; one-half of this vith a load 
of clay weighing forty pounds, upon his head. 

Such instances shox^^ graphically the error of supposing that 
parents who are tied down hopelessly to an occupation ^W^h 
affords ^t the b.arest subsistence, can freely dispose of their 
‘children to the best advantage, .among a largo class of occu¬ 
pations. Especially Avhen we consider that, in the develop¬ 
ment of modern industry, trades become highly localized, shall 
we‘see the practical fallac}^ of this assumption. Even if we 
suppose the p.arcnl to be advised of better opportunities 
opening in some trade proA'cuted at a distance, yet, years 
before tlm boy or girl will be fit to send away from home, the 
chance of earning a few pence irt the mill where the parent 
works, will almost irresistibly draw the child into the votlex. 
The truth is, that until you secure mobility to adult labor you 
will^a/il tojind it in the rising generation, and that among an 
ignorant and degraded populsition four-fifths, perhaps nine- 
tenths, of all children, by what may be called a moral neces¬ 
sity, follow the occupations of their parents, or those with 
whom fortune has f-laced them. 
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343. The Industrial Effects of a Pailure of Competition.—' 
If industrial movement may be thus tardy and limited, even 
among a people of Teutonic blood and enjoying free institu¬ 
tions, it Ijecomes a matter of sf rious (ioncetn to inquire ■^|iat 
are the effects of a partial failure of competition. 

And, first, let us see ’(i.st what it is that we look to competi¬ 
tion, when active and t;omplete, to jfccoraplish. 

We have defirfed competition to be the oj)eration of indi¬ 
vidual self-interest among buyers and sellers. We s.aw that 
this implied that each man acts for himself, solely, by himself, 
solely, in order to get the most he can from others, and to 
give the least Ijc must, hims(‘lf. 

Now, this may seem a xery unami.able thing yet, rightly 
viewed, perfect competition W'ould be seen to be tiie order ot 
the economic universe, as truly as gravity is the order of the 
physical universe, and to be not less harmonious and bene¬ 
ficent in operation. If free and full, unqualified, unremitting 
competition could be secured, the results would be more 
honorable to human nature, as well us jiractieally moje 
advantageous, in the same degree, and for the; same reason 
that absolute justice would be mere ailvaiitageous and more 
honorable than partial justice jiatehed uji with charity. 

The Economic Harmonies.-- When we 0y that 
through competition one reaches his last market, (b'es this* 
mean that in that wmy he does best for himself alone ? On 
the contrary, when one reaches his best market, ho d les not 
only that which is best for himself, but that which is best'^or 
I others. He not only gets more than by resorting to any 
I other market, but, in the very ai^ of doing so, he gives moVe, 

; also. If in that* market his service or commodity bears a 
higher jiriee than elsewhen^ this is of itself a proof that his 
serjipe or commodity is there in greater demand, more needed, 
the subject of an intenser w'ant, than elsewhere. Con¬ 
sequently^ were he to rcsorl elsewhere, he would noj, only 
receive less himself, but would satisfy a lower want off the 
part of others, leaving a higher want iiusatisfie^d. 

346.—But the main office of .cornjietition is to preserve indi- 
vidyials and class es from .destruction or injjiistrial degradation, 
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through excessive burdens imposed by authority, through 
natural catastrophes affecting the sources ofi, livelihood, or 
through the gradual decay of commercial demand. Deal the 
hec,yie8t blow yoii can with a bammer into a bin of barley, 
and you will not injure a single graint though the hammer be 
buried to your hand,' because every grain moves freely from 
its place^and the mass smi])ly opens I .0 receive the intruding 
substance and closes around and above it. L.ay one of the 
grains upon a rock, and your blow will smash it into a paste. 
Let the stoutest shij) that ever rode out a hundred gales have 
her bow lodged in the sands, and the oncoming waves of the 
first storm will break her up in a few hours. 

In the nature of the case, blows must fall, from time to 
time, uj)on every industrial community or class. Whether 
these bo due to wars or failures of the harvest, or to confla¬ 
grations and floods, or to the shifting of commercial demand, 
or to vicious legislation, labor has an ample security against 
deep and permanent injury, so long as its mobility is unim¬ 
paired. On whatever spot the blow may fall, complete free¬ 
dom of movement, from place to place and from avocation to- 
avocation, will cause -the original loss to be distributed over 
the industrial body, while the forces of repair and restoj^tion 
wall irnrtfcdiately set to wenk to make good what has been 
• taken away. 

846. To Him That Hath Sh{all be Given.-<-This tendency 
to the diff\ision of all benefits to the equalization of all bur¬ 
dens, and to the repair of all local injuries at the expense of 
the vital pow'crs of the whole industrial body, is properly the 
subject of admiring cont(‘in{).'.ation by social and ethic.al phi- 
losopherij. Frederic. Bastiat has, in words of deathless elo¬ 
quence, described this play of industrial forces, under the 
title of The Economic Harmonies. 

But the political economist who undertakes the explanation 
of the .actual phenomena of the industrial world, is j^ound to- 
note', not only that the assumption of full and free competi¬ 
tion, which underlies this theory of the self-protecting power 
of labor,* is wholly gratuitous, as applied to vast portions of 
the earth’s populakpn ; but, also, that, wlien the mobility?; of 
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’abor becomes in a high degree impaired, the reparative and 
restorative fojees do not act at all. On the contrary, a new 
and antagonistic principle begins to operate, viz., the pripei- 
ple that “ To him that hath slaill be given,’and from him^jAat 
hath not shall be takeni away even the little that he seemeth 
to have.” 

Under the rule of tli/s great economic as well as syeial law, 
industrial injurie’s oncse suffored tend to remain, and not to be 
removed. The wretch who has fallen is trampled on in the 
maddening struggle for jil.aee and j)elf. In tlie case of the 
laborer thrown out of employment, for iiistanee, there is 
always danger that self-respect, hoi>cfulness and ambition, 
which we have seen (par. (■{)) to be most powerful factors ij^ 
industrial efficiency, may fail among squalid surroundings. A 
less ample or noui-ishing diet, and less healthful conditions, 
submitted to for awhile, peidiaps the contracting of dis¬ 
tinctly bad habits, through an.viety, disai)pointment and en¬ 
forced idleness, nuiy so lower his industrial power as to unfit 
him to render the same amount and quality of service as 
before, ^n such a case, not oidy is there no tendency in any 
economic force to repair the mis< iiief that has been done, but 
even^he occurrence of bettc-r time.s and new o]q)ortunities 
would not restore the shattered industrial manhood; 

847. Economic Injuries Tend to Beinain and to Deepen.* 
—Irrespective of any thing catastrophic, the tendency of purely 
economic forces, under imp.aired competition, is co’ tinu.ally 
to aggravate the disadvantages from which any person or 
class may suffer in the beginning. Uefi-at is an ill prepara¬ 
tive for fresh conflicts. (Every gain which one makes at *the 
expense of anotln-r furnishes the sinews of war for further 
aggression ; every loss suffered din>’nishes the caiiabilities of 
furtiier resistancf. 

This principle applies "with increasing force as we go down-’ 
ward injlhe industri.al scale! Emphatically is it true, ^lat the 
curse of the poor is their poverty. Cheated in quantity, 1}ual- 
ity and price, in whatever they purchase, thqy are unable to 
get even as much proportionally for their little as the rich for 
their larger means. The tendency of pu^ly economic forces,. 
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j therefore, is to widen the differences existing in the constltu- 
•' tion of industrial society, and to subject every person or class, 
whOj may, from any cause, be put at disadvantage, to a con- 
j stan*ly increasing burden. r 

348. What may help the Laboring^ Class in Competition 
for the Product of Industry.—Granting that perfect compe¬ 
tition would do all that'has been clacmed for the working 
classes, realizing the very ideal conditions under which they 
should work, but, at the same time, recognizing the fact that, 
in industrial society as now constituted, competition is very 
partial and incomplete, let us inquire what, if any thing, can 
be done to help the laboring classes in their competition for 
the product of industry. 

The answer of the economists of the laissez faire, or Man¬ 
chester school to this inquiry is a very easy one. Freedom 
being the ideal condition, and society suffering from lack of 
it, let us have all the freedom Ave can get, at this time, and 
thus prepare the way for more of it in the time to come. Let 
us abolish every thing in the way of restraint or regulation, 
everything in the way of concert or combination in industry, | 
which we can abolish, and trust to the future for doing away 
with those obstructions which are now b(!yond our reacji. 

349. Etonomics and Politics.—This answer is so easy as 
not unfairly to arouse some suspicion. Do we deal in this 
spirit with the question of progressive freedom in goveni- 
ment? Does any right-thinking man, with his eyes open 
upon the experience of the last hundred years, allege that 
progress is best to be effected by indiscriminately throwing 
off restraints ? Is it not admitted that discretion and order 
must be observed in removing political checks and balances 
and limitations ? Are there not, in any well-organized society, 
restrictions which correspond to certain human infirmities, of 
which we can not now hope to rid the race, in such a way that 
the existence of the restrictions increases the actual degree of 
freedbm* enjoyed by the community ? 

* “The modern Snglish citizen, who lives under the burden of the 
revised edffion ot the statutes, not to speak of innumerable municipal, 
railroad, sanitary and ofiier by-laws, is, after all, an infinitely freert>.as 
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350. TheBuxning Theater.— But if any reader distrusts an 
analogy drawn between economics and politics, let us take a 
case from real life, where all the ’elements, can be easily and 
confidently grasped. Suppose a crowded audience to be f(l‘ck- 
ing to escape from a ijhcater which has taken fire.' There 
might be time to allow’the safe discli/irge of all in the house. 
If so, the individual i/iterest of each person clearly would 
coincide with the interest ofi'the .audience viewed collectively, 
namely, that he should fall in ])recisely according to his posi¬ 
tion relative to the common place of exit, and should move 
just so fast and no faster, according to the rate of discharge 
from the building into the outer air. Yet, human nature 
being what it is, we know that there would be gre.at dange;- 
of a furious rush for the door, which would lead to the serious 
retardation of the movement of the audience as a whole, and 
probably to many persons being trampled upon or buriu'd. 

Suppose, now, tlcat, at the moment of alarm, a ■'-■c re of reso¬ 
lute policemen were to present themselves, what could they 
do ? Clearly they could not cause the audience to be dis¬ 
charged more quickly, safely and hannoniouslj' than would 
be the case did every pers(m in the audience truly comprehend 
tlie sijpition and act coolly with reference to his own inter¬ 
est, as above stated. As compared, however, not with what 
the audience ought to do, but wh-at they probably n ould (^, 
the advent of the policemen v ould save many limbs and lives, 
perhaps avert a calamity that would luave filled the world 
with horror. With discipline thus imposed upon men in 
such a situation, the procedure which would be for the iTi',r- 
est of each and of all might j?o forward swiftly, surely 
and steadily, under authoritative direction. Discipline can, 
indeed, create no force, but it may sav() much waste. 

3|l. Eegistration of Land.—But if any one is still dis¬ 
posed to distrust analogies drawn between things inside and 
things outside the sphere of economics, let us take the (fasj; of 
a regulation prescribing the registration of real estate and the 


well as nobler, creature, than the savage who is always under tlie despot. 
I ism dt physical want.” Jevons—“ The State in.Relation to Labor.” 
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recording of all transfers and mortgages of land. Such a 
regulation would be restrictive upon transfers. Transfers 
wotild require to be made in writing and after a definite form; 
certain words must be used to make the instrument feffective ; 
a certain delay must Jbc submitted to|; an office, perhaps at a 
distance, must be visited ; copies must be made ; a fee given. 
Yet who' does not know that a regulition qf this character, 
though in name restrictive, wo'iild in fact not retard but 
immensely promote the transfer of real estate. For uncer¬ 
tainty it Avould substitute the highest assurance; for the risk 
of losing the whole ju'iucipal, it would offer a clear and inde¬ 
feasible title, which would re]).ay, many times over, the petty 
"fee and the trouble required. The slow and costly transfer 
of real estate in England, where no such system exists, in com¬ 
parison with the cheap and easy transfer of the same species 
of proj)erty in the United States, affords a measure of the 
force of this cause. ' 

362. Always a Practical Question.— Perhaps enough has 
been said to show that the (piestion whether a certain act, 
ordinance or social arrangement retards or promotes the move¬ 
ment of labor to its niarket, is a jjractical que.stion, not to be 
determined d priori, excej»t in the case of extreme mk sures, 

^ but to be considered and decided with reference to the existing 
c(^dition of industrial society and to the actual infirmities or 
liabilities of the laboring poj»ulation to which it was intended 
to apply.* A crutch operates only by restraint, and to a man 
of sound limbs c.an be only a hindrance ; but it is a restraint 
wljich corresponds to the infirmity of a cripple, and may be 
the only means of enabling him to walk, or even of keeping 
him from falling hopelessly to the ground. 

In application of these remai^cs, a brief discussion of the* 
influence of Trades Unions and Strikes upo'.i wages and‘ir >on 
the condition of the laboring clans, udll be found in Part VI. 

86 , 3 '. W^ges and Public Opinion.—When the writer first 

* “ The outeomf of Uie inquiry is that W'e can lay down no hard and 
fast rules, hut must treat every case, in detail, upon its merits. Specific 
experience is our best feuidc, or even express experiment where possjble.” 
Jevons—“ The State ifi-Relation to Labor.” 
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ventured, in 1874, to urge that respect for labor and sym- 
p^hy with, the laboring class Blight beoome^a force in determ¬ 
ining the market rate of wage^ he was greeted with deritjon. 
He has reason to believe that in the intervening yeaiv'the 
arguments then preseiJted have worked their way toward a 
conviction of the jmblic mind that thetsause thus adduced is 
not an unreality, but tne which actually operates with per¬ 
ceptible force! within the fieid of economics. 

Let it be observed that what is claimed is, not that conv- 
passion and sympathy will indiici! employm-s here and there to 
pay wages above the market rate, but that these sentiments 
may become 4i force in determining what the ^narket rate 
shall be. 

364. An Analogous Case.—And, in the first place, why 
this incredulity on the first suggestion of the subject? Is it 
not true that sentiments of piTsonal kindness and of mutual 
respect between (Jasses of the. community have had a very 
important influence, in many countries (see pars. 206-76), in 
determining the rates at which land should be leased? If 
public opinion may be a very powerful, often ^ jiredorninant, 
force in determining the rent ot land*, why should we not 
expec|^that it would have at least an ajipreciable force in 
determining wages ? 

366. The Heason. of the Case.—I>ut let us leave analogy, 
.and turn to the rc.ason of tli'y individual ca.se. How e.an the 
sentiments we h.ave invoked become an economic force, and 
thus enter into the distribution of wealth Ix'tweon employer 
and employed ? 

Let us recall the prineijile, so often insisted on, that it is 
only as competition is perfect that the wages classJiave any 
security that they will reeeiiie the highest remuneration which 
the^dKisting conditions of indnstiy will jiennit. In the failure 
of competition, they ma/bcjuished down, grade by grade, in 
the indugtri.al as in the social scale. Let us recall, mo?eover, 
that the failure of competition m.ay be due to moral as much 
as to physical causes ; that if the workman irom any cause 
does not pursue his interest, he loses his interesl, woether ho 
refrain from bodily fear, from poverty, from ignort ee, from 
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timidity and dread of censure, or from the effects of bad 
political economy^ which assures him that if lit^does not seek 
his interest his interest will Seek him. 

Ifaw I ask, can it be doubtful <that the respect and aympathy 
of the community itiust strengthen ttic wages class in this 
unceasing struggle ; fiiust give weight and force to all their 
reasonabl/J demands ; must make thtmi more resolute and 
patient in resisting encroachnnmtf, must add lo the confidence, 
with which each individual laborer will rely on the good faith 
of those who are joined with him in his cause, and make it 
harder for any weak or doubtful comrade to succumb? 

And, on tke other hand, will not the consciousness that the 
.whole community sympathize with the efforts of labor to 
advance its (londition, by all fair means, inevitably weaken 
the resistance of the employing class* to claims.which can be 
conceded, diminish the confidence with which each employer 
looks to his fellows to hold out to the end, ,and make it easier 
for the less resolute to retire from the contest, and grant, 
amid general applause, what has been demanded ? 

366. Tho Ljuiontable Case of Hodgo.—Let us apply these 
principles to an individual case. Hodge thinks—Hodge is a 
plowman, and has been getting twelve shillings a V'eek— 
that he ought to liave more wages, or, rather, for Hodge 
’would scarcely put it so abruptly, he feels that it is dreadfully 
hard to live on twelve shillings. He has attended a lecture 
delivered by Mr. Joseph Arch from a wagon on the green. 
He'is uneasy and wants to improve his condition. SO far, 
then, he is a hopeful subject, economically. The desire to 
improve one’s (iondition is the »ine qua non of competition. 
Will these stii'rings of industrial ambition edme to any thing? 
Will the discontented plowman seek and find his better 
market ? f This is a great (juestion, for upop the answerirtj) it 

* “MasUrs are always and everywlietc in a sort of tacit, but constant 
and »mforn\. combination not to raise llie wages of labor tfbove tlieir 
actual rate.”—Adam Smith: “ Wealtli of Nations.” 

f In di^usBinj5 His valuable agricultural statistics before the London 
Statistical Society, Mr, Fred. Purdy said ; “It would appear that no 
commodity in this country presents so great a variation in price, at one 
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depends the future of Hodge, and perhaps of his sons and 
grandsons. Let the Spectator (August 4, 1872), tell how he 
is assisted on his way and encouraged in ,his weak, ignomnt, 
doubting mind, by lan(|lord, Bishop, and judge. 

“ The man has been,^ so to speak, morally whipped for six 
months. He has found no friend anywhere, except in a press 
he can neither ryad nc^t understand. The duke has‘deprived 
him of his allotment; the ftishop has recommended that bis 
instructor should be ducked ; the squire has threatened him 
with dismissal in winter ; the magistrate has fined him for 
quitting work, which is just, and scolded him for listening to 
lectures, whi<^i is tyra)iny ; the mayor at Evesham h.as pro¬ 
hibited him from meeting on the green; and tlie Lawyer—* 
witness a recent case near Chelmsford—has told him that any 
one who advises and helps him to emigrate is a hopeless 
rascal.” 

Now I ask, in all seriousness, is Hodge quite as likely to 
pursue his interest and persist in whatever that requires— 
—whi(!h, ,be it observed, is no other than what the interest of 
the whole community requires—as if his sociaksuperiors were 
encouraging him to better his fortune If he finds a chance ; 
a|i if t.Jfb shopkeeper and tin; publican and the lawyer and the 
rector and the squire were not all ranged against him ? Is it^ 
not possible that, for the lack of a little fanning, the feeble 
flame in Hodge’s breast may die out, and he, giving up all 
thought of seeking his fortune elsewhere, return to his fur¬ 
row, never to stray from it again ? 

' • 

time, as agricultural labor, taking the ihoney wages of the men as the best 
exponent of its value. A laborer’s wages in Dorset or Devon* are barely 
half the sum given for similar services in the northern parts of England.” 
Amojjg the causes of this Mr. Pindy cites “the natural «« inertia of 
the%las8.” 
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CHAPTER VII. 

TWO OTHEE SHARKS IN DISTRIBUTION. 

367. We have discussed the distribution of the product, 
under tiie entrepreneur organization of industry. We have 
seen that this j)roduct is divided into< four principal shares, 
rent, interest, profits and wages, corresponding to four classes 
of claimants. We have now to iiujuire what becomes of cer¬ 
tain portions of the jirodiuit, which do not appear to go into 
either of the four shares enumerated. And first of the amount 
taken by government. ■ 

• 368. Taxation.— ^’here has long been a diflFerence of opin¬ 
ion among economists, ^yjiether taxation, should be a title in 
-distribution or in consumption. Prof. Senior held to the lat¬ 
ter treatment; Prof. .Ti'vons favored the former. 

The difference is just this : Sliall we regard government as 
a fifth originjil claimant upon the jiroducl of industry, taking 
its share under the name of taxes, as tlie land-owner takes 
rent, the capitalist interest, the employer profits, and the 
laborer wages ; or slihll we regard the product as divided into 
four shares, out of each of which is paid, as one fords .of the 
owner’s consumption of his income, a sum, great(>r or less, for 
the sustentation of government, just as ont of each such 
share are paid sums, greater pr less, for shelter, food, fuel, 
etc.? 

The question is not a very important one in a gSneral 
treatise on Political Economy, and neither decision solves 
all the difficulties of the ca«?, since the functions of govern¬ 
ment are»8o various and so widely diverse. 

On the one hand, it is said that government is a great pro-, 
ducer and should be regarded as a elaimast in distribtStjon, 
taking its share under the name qf taxes. Government builds 
and^kfeeps in repair roads and bridges and breakwaters and 
perhaps, also, canals and railways, for the purposes of trade 
and industry. .Government maintains a constabulary and 
court-houses'and jails, that the honest and industrious may 
work without hindrance or even fear of molestation. Gotem- 
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ment does a great many other things which minister directly 
to the creation of values, vastly increasing the amount of the 
product over what it would havo been without the interven¬ 
tion of this agencj'. 

On the other hand, il is said that a great part of what gov¬ 
ernment does has not tlie production oft wealth as its primaiy 
object, and that muclj does not even contribute indirectly to 
that end, as in tlie <!ase of the vast military and naval exj)en- 
ditures of the nations of Europe, which liave for their pur¬ 
pose, not the preservation of civil peace, but to maintain the 
existence or extend the power of nationalitii's or of dynas¬ 
ties. SeconcUy, whatever the objects of expendijure, govern¬ 
ment does not obtain its revenue through the agencies of 
exchange, but by forcible collection, men contributing, not 
because government has made it worth their while to do so, 
not because goveriunent is prepared to render an equivalent, 
but simply because government demands the contribution and 
will have it. For these reasons, it is urged, the revenue of 
the State should not be treated as a share in distribution, but 
as a fond of consumption. 

369. As has been said, the queslion.is not free from diffi¬ 
culties whatever course be taken. A thoroughly consistent 
treatment of the subject of taxation would reejuire the, appear¬ 
ance of this title in more than one department of political 
economy. 

(a.) The function of government in the creation of values 
is cirtensive and important, under the modern organization of 
industrial society. The building and maintenance of roads 
and bridges, of breakwaters amj lighthouses, the opening of 
harbors, and the* improvement of rivers, all directed towards 
a larger production of W(;alth, form a notable part of the 
industrial agencies of all progressive communities. These 
tlftngs, if done on the initiative and at the expense of indi¬ 
viduals, who looked to tolls) fees, and dues for their reiqiburse- 
ment, would be by all deemed productive, in the dullest flense. 
They are not less so when done by government, with funds 
raised by taxation. 

(i.) The methods of taxation, the subjects of imposition, 
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the. agencies of collection, sp far as they affect the ultimate 
incidence of taxation, that is, so far as they determine that 
the j)res8ure of taxation shafll finally rest here and not there, 
on tills class and ndt on that, fall within the department .of. 
I^stribution. The questions, e. g., wliether a tax on wages 
results in a reductioif of the comforts, luxuries, and necessa- 

4 

nes enjoyed by the laborer, or is, in, the end, paid by the 
employer; whether a tax on rent^ests upon tlie landlord, or is 
by him shifted upon the consumer of agricultural produce : 
these and the like are questions in Distribution. 

(c.) The effects of the expenditure by government of a cer¬ 
tain amount.of wealth, as contrasted with the effects of the 
expenditure of the same amount by the classes who paid the 
taxes that put the treasury in funds, belong to the depart- 
ipent of Consumption. 

(d.) The questions, how the largest amount of revenue can 
be secured with the smallest cost of colJ,ection; how the 
needed revenue can be procured with the least irritation of the 
public mind ; how the highest assurance can be obtained as to 
the proper custody and disbursement of funds ; these and the 
like are questions in fiecal or “ Cameralistic ” science, and not 
in economics strictly considered. 

(e.) In addition to the question (}), what is the ultimate 
Incidence of any existing or projected body of taxes : who, in 
in thp last resort pays them; whose sum of enjoyment is 
actually diminished by the imposition, we have a question, to 
which writers on taxation devote a large part of their space, 
viz., who ought to pay the taxes of any given community: 
whkt classes should contribute to the support of the govern¬ 
ment, an(^ in what proportions ? This is purfely a question in 
political eqnity.. 

360. The foregoing would be the true logical treatmewt^of 
taxation. In an elementary treatise,'however, I do not deem 
it worth while to deal so elaborately with this subject, and 
will postpone to Part VI. whatever I have to say regarding 
taxation, except, so far as it may be desirable to speak of 
the inflilfence "of government expenditures when we reach the 
department of Consumption. 
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S81. The Speculating Class.—Incidental to all the pro¬ 
cesses of production and exchange is the c^iance of gain or 
loss through the rise or fall of* prices during the interval 
between .buying and idling ? between making and selling. 
This gain or loss may be slight, in any given case, or it may 
be considerable. There were many fcanufacturers in the 
United States who made fifty or a hundred thousand dollars, 
clear, by the rise of cotton,.»on their hands, in 1801 and 1863, 
and this without intentionally speculating at all, but simply 
through holding a large stock for the purposes of legitimate 
manufacturing. At other times, the daily, weekly, monthly 
fluctuations 0 #prices will be very slight, nowall oitoneside, for 
a long time; now, all on the other side; then, oscillating back.* 
wards and forwards across what we may call the average price. 

To a certain extent, these fluctuations of price may hi, 
trusted in time to offset each other, as regards any individual 
merchant or manufacturer. Yet after all the clT.'ct of this 
is exhausted, there will still be a chance of gain or of loss, 
which may be so considerable as to become an important 
element in determining tlie fact of pr .fits, or c^’cn in deciding 
the solvency of the merchant or manuf.lcturer, in spite of the 
s];rictccjt observance of the rules of prudence, and in spite of 
the greatest energy and industry. 

Within this field, so far as the great body of business men** 
are concerned, fortune holds, undisputed sway. Theji lack 
the fachlty to discern the signs of the future. They do the 
best they can to produce good articles cheap, to meet ‘the 
demands of the public as to fashions and styles, to l..cp 
expenses down, and to avoid losses by bad debts. When t!icy 
have done this, they have done all they c.an for themselves ; 
and whatever gains or losses come to them through the fluctu- 
atyfis of the market, come as if wholly by chance. There 
are other men who have a r§re power to apprehend in advance 
^e movements of the market. It is always found that 'when 
materials begin to rise, these men have a large stock on liand. 
Let a disastrous fall occur, these men are never caught by it. 
Whichever way the market turns, it seems as th’ough the sole 
object were to enrich these fortunate beings. 
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Of course, this is speculation ; yet when it is carried on only 
incidentally to a legitimate manufacturing or trading business, 
we ^o not call these men speculators. 

every progressive commercial community, Ijowever, 
is found a large and increasing number of persons who, either 
possessing this faculty of discerning the signs of the market, 
or flattering themselves they possess \t, make a business of 
buying or selling according to thyir anticipations of a rise or 
a fall. These persons are not manufacturers ; they are not 
merchants, in any ])ro]»er sense ; they do uol buy from pro¬ 
ducers or sell to consumers ; they are neither importers, job¬ 
bers, wholesslers or retailers ; they have perhaji* no stores or 
warehouses or stocks of goods ; possibly, would not know by 
sight a sample of the commodities they deal in. They simply 
l)(i‘t upon the market, having a well or ill-founded opinion of 
their own shrewdness and coolness in doing so. They may 
(pse a fortune, or make a fortune. , 

The difference between the two kinds of speculation may 
he illustrated as follows : A miller who grinds two hundred 
thousand bushels of grain a ye.ar, may, if he have this pecu¬ 
liar kind of insight, by carefully watching the market, buy 
his wheat at two cents a bushel less than he would havenjjad to 
pay for it had he bought it from time to time as he needed ft 
^or grinding. This is speculating. Moreover, after grinding, 
he may hold the flour weeks, or months, until he sees his chance, 
and then, by going into the market at the right moment, he 
may sell it at ten cents a barrel more than if ho had sold it as 
it was made. This again is speculating. Now here is a 
saving in materials of $4,000,fand a gain on the price of the 
product o.f, say, |4,000. After making alloyfance for interest 
on the extra capital required to cijrry ” the wheat and the 
flour, and for the cost of storage, the addition made hereljjy to 
the miller’s profits for the year would be a tidy sum. On ^lie 
other band, a corn-broker may buy and sell twenty thousand 
bushMs a week, buying and selling on all sorts of time, ten 
days, twenty days, sixty days, six months, every transaction 
being a "bet upon the price of corn at a future date. When 
the broker buys, he bets that the price will rise; when he sells, 
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he bets that it will fall. The men from whom he buys have 
as little corn as he has ; the men to whom he sells would know 
as little as he what to do with ahtual corn, were any of ^t to 
come in their way. 

Of speculating as a business, two things may be said. 
First, it is surprising what an enomjouS aggregate of trans¬ 
actions a man of little »caj)ital and no brains to speak of, may 
conduct in the course of his,life, and yet neither lose nor gain 
much if only he confines himself to small individual ojiera- 
tions. Secondly, not h'ss surjuasing are the gains of specula¬ 
tion w'hen conducted by a real master. Every year an appre¬ 
ciable portion of the j)roduct of industry ])a.s!iK's into the 
possession of the men of this class. In every higblj' commerj 
cial country, the largest fortunes are those made by sjx'cula- 
tion. The fortunes so made, however, are not nearly go 
numerous as those made by trade and industry. 

363. Speeulatipn is not wholly without its ad -antages to 
the community. If corn is likely to be scarce and, by con- 
sequenccj high, four months hence, the man who now begins 
to buy does, in so far, call attention to tjjat probability. 
By raising the price he, so to speaik, advertises for an 
increp.'ftd supply to be brought in from the outside, and for 
greater carefulness in husbanding the existing stock. If 
beef is likely to fall in price, sixty days hence, the man wh<5 
now sells does what lies in him to give notice of an excess 
of supply, and thus affords duller-wdtted holders opi)ortunity 
to get rid gradually of their stock, instead of encounteving 
an utter breaking down of the mai'kct a little later, t-' a 
word, speculation while confined within moderate limits is 
the agent for equalizing supply and demand and.rendering 
the fluctuations of price, hiss sudden and abrupt than they., 
WJ>ttld otherwise.be. * 

There are causes, ho Vex er, which go to render speculation 
extravagant, carrying it beyond all reasonable boundsf multi¬ 
plying the numbers of the speculating class 'and vastly 
increasing their gains, at the expense of the sober, productive 
industries of a country. Foremost among therfe is a vicious 
mObey system. The extent to which this cause engenders 
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speculation may be seen in the history of the “ Continental ” 
money of the Amprican revolution, of the “ Assignats ” of the 
French revolutionary perioil, and of the “ Greenbacks ” of 
the war of Secession. With prices fluctuating violently and 
rapidly, the opportunities for acquiring large wealth by spec¬ 
ulation are iiKjreascd tqn-fold, it may be a hundred-fold. 
This is too much for human nature: torf mucl^ for honesty, too 
much for prudence. A subtle ])ot'son runs through the veins 
of the community, turning the heart to crime and the brain to 
folly. The face of society changes, under such an evil pas¬ 
sion, as suddenly and as fearfully as does the face of a man 
stricken witli a deadly fever. On every hand breaches of 
<;rust testify to the weakness of the principles of virtue under 
such a strain, while honest and discreet modes of obtaining a 
witvelihood are di8i)araged and abandoned for those which 
promise quicker and larger, even if illicit, gains. 

364. Loaded Dice.—Of much speculation, it must be said 
that it is wholly beyond economic as well as moral sympathy. 
If all speculation is gambling, this is gambling with, the dice 
' loaded. By means of combinations and comers, the markets 
are often profoundly ihfluenced in order to produce the very 
; fluctuations on which the grain or petroleum or stoclf'gan;- 
blcrs have made their bets. The mischiefs suifered by trade 
and industry, originating in this source, are monstrous, even 
incalculable. Whether they can in any degree be repressed 
by law, is a grave political question, with which we are not 
called to deal. 


CHAPTEE Vin. 

THE EBACTION OF DISTRIBUTION .UPON f-EODUCTION. 

« 

36^.* Actual Production Compared with Productive 
Capability.—In a previous chapter (Chapter IV., Part 2), we 
considered the elements which enter into the productive c.-vpabil- 
ity of a community, and indicated, as the one most important 
question with which political economy has to deal, 'the 
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inquiry, why it is that the actual production of any 
community falls so far short of what its land power, its 
labor power, and its capital powvr are jointly competcnj; to 
effect. , ^ ' , 

It was there stated that only when we should have jiassed 
through all the departments of political Economy should wo be 
in a position fully to ajiswer this question. 

306. Even under the title. Production, however, we saw 
that grave liability to loss of force inheres in the industrial 
structure of society especially under the entrepreneur system, 
by which the labor power and the capital power of the com¬ 
munity become committed to numerous highly (M'chnical em¬ 
ployments, from which they can not readily release themselves, 
and, within those employments, become subjected to the 
direction of a comparatively small number of individual;;,^ 
whose peculiarities of character, of habit, of station, seriously 
modify the a])])li(;ation of capital and labor to : roduction ; 
W'hose mistaken aims, whose; ernmeons imf)ulses, may divert 
these forces from that object; whose aea’idents of fortune 
may impair the energy of the industrial mo veipeiit or paralyze 
it altogether. 

Agpki, under the title. Exchange, we saw (Chapter VII., 
fart .3) that still further and even more grave liabilities to 
lossof industrial force* inher. in that commercial system which, 
by separating producer and consumer, often by wide inter¬ 
vals, sometimes by half the circumfercruie of the globe, int ro¬ 
duces the opportunity for serious misunderstandings botu'cen 
these two classes ; misunderstandings which, when intcTis'^icd 
by panic, m.ay at times result in a wide and long-continued 
suspension of prdductive activity. 

367. We are now' to inquire respecting the reaction of Dis¬ 
tribution u])on Production. Is here a liability to a still fur- 
th?r loss of productive force? Discarding the termsand 
unjust, Of equitable and inequitable, as applied to the distribu¬ 
tion of wealth, let us ask whether there is found, in a division 
of the product of industryaecordingto certain proportions, be¬ 
tween the several parties who have united in prdduction, a suf¬ 
ficient cause for a smaller production of wealth in the future 
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than would result from a division of the same product between 
the same parties in different proportions ? 

I think we have at various ])oiuts, in our treatment of dis¬ 
tribution, caught views of the subject jvhich must have satis¬ 
fied us that it is possible that the product of industry, in any 
given time and ]ilace,'mity be so divided among the persons 
and classes of persons who have eontrilmted to its production, 
as to impair, in greater or less measure, the productive force 
up to that time existing ; ])erliaps, even, to generate influences 
which shall thereafter act witli increasing violence in reducing 
the productive capability of the eommuiiity. It may be well, 
however, to stop a moment at this ])oint and to treat distinctly 
^nd sej)arately the possible reaction of distribution upon 
production. 

^„.3e8. The Landlord and the Capitalist have an Economic 
Advantage.—The consideration nearest at hand, in this con¬ 
nection, would seem to be this, viz. : thatj among the four 
several main classes of jirodncers, there are wide differences 
as to the liability, to which these are resjicetively subject, of 
being so cut down in their remuneration, in any giVen time 
and place, as to suffer a loss of force thereby. Two of the 
four classes, viz.; landlords and ca]iitalists, clearly oiwp])}' a 
position of what may b(‘ called ('c.onomie advantage. They 
have at their command certain material agencies of ])roduction 
by withholding the use of whi(di th(‘y can inflict a rcd.atively 
greater injury upon others than they w'ould themselves suffer. 
In the expressive phrase of children, they h.ave their hands on 
“ the upper end of the stick.” They .are in a jiosition to make 
b.argains for themselves to tlw best adv.ant.age. 

It is trjie th.at, unless the landlord find .1 tenant, he can 
have no rent. Yet a landlord whp has five farms to let, may 
put a great pressure upon each and every one of six wouVl-be 
tenants. Moreover, theJandiprdJs; in general, much more 
wealthy than his tenant, and is thus able to stand l()nger out 
of lift remuneration, in case there comes to be a contest 
between the twe^ as to the terms on which the land shall be 
rentei^ * I might add that, if a given farm be not rented at 
all, for a season, it may not be altogether a loss to the owner. 
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The orchard will bring forth its crop of fruit without the 
intervention of a tenant; the grass will grow as thick and 
high as usual, on the “mowing’'; the wood lots will alt the 
time be .acquiring vahje ; the arable lauds will have -a rest 
which it might jiossibly have been good policy to give them, 
even at the sacriiic.e of rent. > ^ 

Again it is true thatt unless the capitalist lends his accu¬ 
mulations, he can not accpiirf! interest; yet his loss by standing 
out of his interest, for a given season, may be far less than 
that sustained by the entrepreneur through losing the use of 
the capital on which he had relied. Tlie latter ])crson may 
have become' so engaged that the failure to effect a loan, 
while it cost the capitalist but one and a half per cent, dur -, 
ing three months, might re(juire the entrejirenenr to sell goods 
at a great sacrifice, or to give up some contract which prow* 
ised to be highly advantageous. 

Enough, ])erhaps, has been said to justify the as ertion that 
the ca]>italist and landlord occiqiy positions of economic 
advantage, so far, at least, that they are not likely to suffer 
injury, except by violence or legal sjiolialion. , 

It is another question, whether ;tho* economic advantage 
enjoyeiS'by these two classes is so great as to place it in their 
j)ower to do an injury to other classes, that is, to cut down 
the shares going to those other classes, out of the product of 
industry, to such an extent ,as to ini]»air tlunr proiluctivc 
force, and, by so doing, to diminish the j)roductivo capability 
of the community.* • 

369. Shall the Capitalist be Hampered?—In remarks^on 
Usury Laws, which will be found in Ikart VI., I shall expr<‘ss 
the opinion that”, in certain states of industrial swuety, the 
lending class have so great «n advantage over the borrowing 
classy which, in s'jch states of society, consists generally of 
distressed persons, as pr&ctjcally to place an individual bor¬ 
rower eoDipletely at the mensy of tin; usurer, who is able to 
exact a rate of interest which is not only irrespcclive of the 
economic service rendered through the loan, but soon 
becomes destructive of the borrower’s credit and ^nancial 
integrity, reducing him speedily and ^crtainly to bankniptcy 
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and perhaps to prison. Under conditions like these, I shall 
suggest that laws limiting the rate of interest, in protection of 
the would-be borrower, may hot be as unwise and as unstates- 
inanlike as they have generaKy bee,n considered. • On the 
other hand, I shall undertake to show, that in advanced 
stages of industrial sbciety, where commerce and manufac¬ 
tures are widely extended and are largely carried on by means 
of borrowed ciipital ; where, therefore, borrowers are no 
longer distressed persons ; but the most active and prosper¬ 
ous members of the community borrow largely, freely and of 
choice, as a matter of business and.with a view to profit—in 
such stagiis of society laws limiting the rate of in4erest merely 
’■iy an extra burden uj)on those who are at a jteculiar diffi¬ 
culty in borrowing. In the absence of such laws, those per- 
«'‘ns will benefit by the greater plentifulness of capital, the 
greater ease of borrowing and the consequently lower rate of 
interest, which, in gener,al, result from freedom regarding con¬ 
tracts for loan, in a commercial or manufacturing community. 
The business cla.sses, active, alert, aggressive in competition, 
will make rates of interest by which the less fortunate mem¬ 
bers of society will profit. 

370. Shall the Landlord be Eestrained ?—In the fliapter 
on rent, the opinion h.as beem expressed that, in a community 
like the United States, or (\anada, or Australia, the landlord 
may make the utmost out of his economic jiosition without 
working industrial injury to the tenant, owing to the mobility 
of the population, their readiness and resourcefulness, their 
► self-reliance .and I'conomic aggressiveness. In countries occu¬ 
pied by populations of a lower industrial character, w'e saw 
that, unlers the constraints of law * or jiubhc opinion inter- 

•“ Tlie land of a country presents conditions whicl separate it econom¬ 
ically from the great mass of the other objects of wealtli—conditions 
which, if they do not ahsolutcly and under all circumstances impose 
upon tac state the obligation of controlling private enterprise in dealing 
with land, at least explain why this control is, in certain stages of social 
progress, indispensable; and why, in fact, it has been constantly jmt in 
force whenever public opinion or custom has not been strong enough to 
do without it.” . . . . " And not merely does economic science, 
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vene, the vast economic advantage possessed by the landlord 
class, as against a peasantry ignorant, inert and perhaps numer¬ 
ically in excess, is likely to operate with increasing severity,'^ 
to impoverish the tenant class, and to ultilnately reduce their 
industrial efficiency, through deprivation of necessary clothing, 
food and shelter, as well as through the loss of hopefulness 
and self-respect. We„saw that this might go on until almost 
the last stage of human misery should be reached, as in Ire¬ 
land, during the period before the great famine. 

371. Invidions Treatment of the Landlord and Capital¬ 
ist.—What might be true in a contrary case : how far laws 
prohibiting 0 / limiting the payment of rent or iuturest framed) 
not wi^h a view to offset certain weaknesses or unfortunate, 
liabilities on tlie i)art of the tc'nant or borrowing class, but 
■drawn in a spirit hostile to the owners of land or of capitch, 
and designed to confiscate, for the benefit of other classes, or 
of the cominunity as a whole, some part or all of vhat would 
otherwise be paid on these accounts : how far such laws might 
impair the jtroductive capability of the community, we shall 
have occasion to discuss in Part VI., under the titles. The 
Unearned Increment of Land, and Usury Laws. I will so far 
anticiprtethat discussion as to say, that, while in commercial or 
manufacturing communities, the nonnal effect of severe I’estric- 
tions ui)on the, j)ayment of interest is at once to diminish the' 
accumul.ation of capital for productive uses, and to prevent 
the existing body of c.apital from being fipjdied where it will 
do the most good,jsuch laws are, in such communities, so easily 
evaded that their jiractical influence is not verj’ great. 

Secondly, the effects ujion tlio cultivation of the soil df a 
reduction or confiscation of rent, by legal means, ^re not so 
clear as to be beyond disjuite. The theory which underlies 
the ^p,7id laws of nearly all st.ates that can be called civilized, 
is,*that the private ownership of hand, with the incident of the 
aeejuisition by the owner of an “ umiarned increment ” due to 

-1!-1>- 

as expounded by its aldcst teachers, dispose of d priori objections 
to a policy of intervention with regard to land, - it even furnishes 
principles fitted to inform and guide such a policy, in a positive sense.” 

—Prop. John E. Cairmos. 
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the exertions and sacrifices of the community as a whole, is 
essential to industrial progress ; and that not only those who 
are so fortunate as to be among the owners of land, but even 
those •who have been bom into 4he world without a title to a 
foot of soil, arc benefited, and largely benefited, by the fact of 
private ownership. At tjie same time, it probably would not 
be claimed by any one that the care and pains of the individ¬ 
ual owner, to secure the proper cultivation and preservation 
of his land, are proportional to his share of the product. I see 
no reason to believe that a reduction of rent in the case of a 
given tract of land, through, say, some new economic force, 
would diminish the care and pains taken by the owner in 
-resjiect to his property, so long as his interest remained still 
considerable. 

There have of late years appeared certain writers who 
claim that private ownership is not necessary to the fullest 
use of the soil which forms the natural endowment of any 
community. At least, they claim, the incident of an “ unearned 
increment ” is not necessary. They assert that all of rent 
proper (exclusive, that is, of the returns to actual investments 
of ca})ital, in improvements) can be cut away without impair¬ 
ing the productive uses of the soil, though they admifr that so 
much of the former rent might advantageously be left to the 
so-called owner as would constitute a reasonable commission 
to him, as the agent of soedety, for taking all needed care and 
pains with respect to the laiul. I believe this view to be alto¬ 
gether erroneous ; but it must be confessed that the, error can 
not be shown as clearly and strongly as in the case of the 
argument for prohibiting interest. I shall defer to Part VI. 
whatever T may have to say further on this subject. 

372. Distribution as between Employer and Laborer.— 
So much for the possible action of distribution upon produc¬ 
tion, through causes operating to affect the shares of the 
product of industry going, as rent or as interest, to the owner 
of lahd or to the owner of capital. 

Of much moro practical importance, in these modern times, 
is the influence exerted 'upon future production by the division 
of the remaining product between the employing'and the 
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laboring class. I shall undertake to show that greatly to 
change the proportions existing between these two shares, at 
any time, may be to set in operation causes which will affect 
the futurd productive cajjabiiity of the community, it may be 
to a wide extent, it may be through long periods of time. 

373. Beating Down Wages.— The T'conomists of tea or fif¬ 
teen years ago, iirged'vcry strcuigly th.at a reduction of 
wages could not prove of •ultimate injury to the laboring 
class. Thus Prof. Cairnes s.ayK : 

“Supposing a group of emj)Io 3 Trs to have succeeded, as no 
doubt would be perfectly jiossible for them, in temporarily 
forcing dow’ii* wages, bj"^ combination in a particular trade, a 
portion of their wealth previously invested would now become 
free. How would it be employed ? Unless we are to suppose 
the character of a large section of the community to be sud¬ 
denly changed in a huiding attribute, the wcabh so with¬ 
drawn from wages’ would, in the end, and before long, be 
restored to wiiges. Tlic same motives which led to its invest¬ 
ment won W lead to its re-investment, and, once re-invested, 

the inter(‘8ts of those concerned vonld cause i^to be distribu- 

* 

ted amotgfst the several elements of capital in the same pro¬ 
portion as before. In this way covetousness is held in check 
by covetousness, and the desire for aggrandizement sets limits 
to its own gratification.” And in a similar vein, Prof. Perry, 
of our own country, wrote : • “ If in the division netween 
profits and wages, at the end of anj' industrial cycle, profits 
get more than their duo share, these very profits will wish to 
become capital, and will thus become a larger demand for 
labor, and the ppxt wages fund will be larger than the 
last.” 

• 374. Had we already discussed the principles which govern 
the ^(Jhsumption of wesiltii, it would be easy to show that 
Professors Cairnes and Perry‘are mist.aken in their view the 
necessary Effects of an enlargement of profits at tljp expt'nse 
of wages, inasmuch as a portion of such enhanced profits, 
instead of becoming capital (that is, wyalth devoted to^’epro- 
ductiqp), might become fine horses and houses, fine clothe* 
ai^d opera boxes ; while another portion might take the form 
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of coming to the office one hour later in the morning and 
going home one hour earlier in the afternoon. 

But, passing by this point, the entire argument by which 
the English and American economists generally have sought 
to establish what we ^ay call “ the economic indifference of 
the rate of profits,” is still further defective, in that it neglects 
^ those very important considerations which relate to the _pog- 
j sible degradation of labor : that is, the reduction of the 
I laborer from a higher to a lower industrial grade. 

876. TheDegradationof Labor.—The constant imminence 
of this change, the smallness of the causes—often accidental 
in origin and temporary in duration—which may produce it, 
' and the almost irreparable consequences of such a catastrophe, 
can hardly be set forth too strongly. 

'The assumption which underlies the statements I have 
quoted is that the laboring classes, while suffering economic 
injury from any source, will themselves remain firm in their 
industrial quality, and await the operation of the restorative 
and reparative forces which shall, in time, set them right. 

Tlie human fact, so often to be distinguished from the 
economic assumption, unmistakably is that there is, o.n the part 
of the working classes, unless protected in an unusual degree 
. by political franchises, by the influence of public education, 
and by self-respect and social ambition, a fatal facility in sub¬ 
mitting to industrial injuries, v/hich too often docs not allow 
time for the operation of the beneficent principles of relief and 
restoration. The industrial opportunity comes around again, 
it may be, but it does not find the same man it left: he is no 
longer capable of rendering the same service ; perhaps the 
wages he now receives are quite as much as he earns. 

376. Let us consider the possfole effects of a considerable 
I reduction of wages. If the amount previously receivedjiad 
allowed comforts and luxuries, and left a margin for saving, 
the reduction would probably be resented, in the sense that 
population wquldL he reduced by migration or by abstinence 
from propagation, until the former wages should be, if pos- 
2 , sible, restored. But if the previous wages had" been l^arely 
sufficient to furnish the necessaries of life, and especially if the 
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body of laborers were ignorant and unambitious, the falling 
oft in the quantity and quality of food and clothing and in 
the convenience and healtlifulness of the* shelter enjoyed 
would at pnee affect the.cfficieacy of the iitdividnal laborer. 

With less food, which is the fuel of the human machine, 
less force would be generated ; with Jes8 clothing, more force 
would be wasted by coVl; with scantier and meaner quarters, 
fouler air and diminished access to the light would prevent the 
food from being fully digested in the stomach and the blood 
from being duly oxydized in the lungs, would lower -the 
general tone of the system and cxj)osc the subject increasingly 
to the ravage*’ of disease. In all these ways the hjjorer would 
become less efficient, simply through the redr.ctiou of hi-; 
wages. 

t 377. The economists .assert tliat whatever is taken frc"’ 
wages will increase ■capital, and hence quicken employment, 
and that this, in tqrn, will lieightr'n wages. Bu we see that 
it is possible that what is taken from wages no man shall gain : 
it may be lost to the Laborer and to the world. Now, so far 
as strictly economic forces are concerned, where enters the 
restorative princij)le ? The enijiloyer ismot getting excessive 
profits, Jb be expended subsequently in w.agcs ; the laborer is 
not under-paid ; he earns now what he gets no better than ho 
formerly did his higher wages. 

This image of the degraded laborer is not a fanciful one. 
There are in Europe great bodies of jiopulation which have 
come in just this ■way to be pauperized and brutalized, 
weakened and diseased by under-feeding and foul air, hopdess 
and lost to all self-respect, so tha^ they can scarcely be said to 
desire any better* condition, and stdl bringing chi^ren into 
^ the world to fill their miser!|blc places in garrets and cellars, 
and yi time in the wards of the workhouse. 

# such an injury as has been indicated may be suffered in 
respect tp the physicjil powers of the laborer througli the 
reduction of wages, quite as speedily may his usefulness be 
impaired through the moral effects of such a calamity. Just 
as the greatest possibilities of industVial efficiency lie* in the 
crea!foA of hopefulness, self-respect and social ambition, so 



288 


POLITICAL ECOlfOMY'. 


the greatest possibilities of loss lie in the discouragement or 
destruction of these qualities. We have seen through what 
a scale the laborer may rise in his progress to productive power. 
By locking back, ■vte see through what spaces he,may fall 
under the force of purely industrial disasters. 

378. The Argumdlit,from Self-Interest.—But we may at 
this point be called upon to meet an oj[)jection, founded upon 
the assumed sufficiency of the principle of self-interest. How, 
it may be asked, is it possible that employers shall fail to j)ay 
! wages which will allow their laborers a liberal sustenance, if, 
iindeed, it be for their own advant.age to do so ; if, by that 
means, the economic efficiency of the laborers will be thereby 
,increased ? 

I answer, first, that the assumption of the sufficiency of self- 
ipterest to secure wise action is grotesquely wide of the mis¬ 
erable truth regarding human nature, to whatever department 
of activity we have reference. M.ankind^ always less than 
wise .and too often foolish to the point of stupidity, on the one 
hand, or of fanaticism on the oth(!r, whether in politics or in 
domestic life, in hygiene or in religion, do not afl at once 
become wise when industrial concerns .arc* in question. 

The argument for feeding a hired laborer libor.allyl'that he 
may work efficiently, applies with equal f orce to the m.aint('nance 
*of a slave ; yet we know too well that everywhere the lust of 
immediate gain has always despoiled the slave of a part, often 
a large part, of the food and clo'thing necessary to his highest: 
effieieiicy. The same argument would ajtply to the case of; 
live-stock. Yet it is almost impossible, by any amount of 
preKching and teaching, by any number of fairs and premiums, 
to keep a„ body of farmers up to the point \)f feeding cattle 
well and treating them well. world over, the rule 

regarding the care of live-stock is niggardliness of expendi¬ 
ture, working deep and lasting prejudice to production. 

The* foregoing would be a sufficient answer to the pbjection 
I havt; anticipated. On every hand we see true self-interest 
sacrificed to grepd : why should it not be so in the case of the 
wages of hirevi Labor ? ^ 

But another and additional reason ap))ears. It is tlisSt the 
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employer has none of that security which the owner of stock 
or the master of a slave possesses, that wliat goes in food shall 
come back in work. A man buying an underfed slave <^r ox 
knows that when he slnjll havo brought his property int^ good 
condition the advantage will all be his ; but the free laborer' 
may at any time carry to another emjdjytfr whatever of bone and 
sinew and nervous energy he may have gained through liberal 
subsistence. There is, as yet, no law which gives the 
employer compensation for “ unexhausted imj>rovements ” in 
the person of his hired man. 

370. Beating Down Profits.—The foregoing comprises all 
I should thsee or four years ago have deemed iUnecessary to 
say, regarding tlu! division of the product of industry between, 
employers ajid employed, as aff(‘eting the future jtroductive 
capability of a community'. The normal position of the ■■ 
ployer is so clearlj-^me of adv.ant.age, in competition with tiie 
employed, that it,would have seemed searcelj- ^ irth while to 
inquire into the industrial effects of a pn'ssure put upon the 
employing class so severe as to reduce the profits of business 
below the j)olnt required to secure the fulles^ em])loyraent of 
the land ]>ower, labor power ami cvpital ])ower of the coinmu- 

nitv.* *Even the introduction of Trade Unions into the field 

» * 

of industry can scarcely be said to havu* done more tlian offset 


* Oddly enough, many economists who have Ixitn serenely contideut 
l.lut any possible reduction of wages, under pressure from the emjj'oying 
claas, would not injure, the body of laborers, holding tliat wliatever -ight 
thus for the time lie taken from wage^ must infallibly, and before iong, 
be restored to wagvs, [sec remarks of Profs Cairues and Perry above], 
have manifested the greatest anxiety lest profits slioulip he unduly 
reduced through the encroaehm?nt.s of wages. Not a few of these writers 
have* formally warped tlm laboring class again.st dem.anding biglier 
wfges, lest they should so reduce tlie profits of business as to impair or 
destroy the employer’s inlcrcst'in jwodnetion. It is difileult tfvseetbo 
consistency of these two opinions. If what is unduly takcji froiwwages, 
by pressure from tlic employing class, is certain to 1* restored to wages, 
why may it not be that whatever i.s imdulv taken ftbm profits, by pres¬ 
sure from the laboring class, shall, in the e^I, bo restored to profits ? If 
the ?(»homic harmonies exist, they surely must “ work both ways.” 
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the naturally great advantage enjoyed by the employing class, 
in competition for^the product of industry. 

\^fithin the last few yea'rs, however, attempts have been 
made,,among ns in Ihe United t>tates,,to establish confedera¬ 
tions of labor, more far-reaching, more thoroughly organized, 
more authoritatively 8on/.rolled, than the now familiar Trade 
Unions. Should the avowed purposes of/hose most conspicu¬ 
ously engaged in these efforts be accomplished, in whole or in 
any considerable degree, it would appear that the economic 
advantage might not only be shifted from the employing to 
the laboring class, but might there be so mucdi enhanced as to 
require us to contemplate an extensive reduction,of profits as 
•a possible cause of impairment to the productive capability of 
the community. The further consideration of this topic will 
^hf postponed to Part VI., where we shall speak of the Knights 
of Labor. • 

380. The Doctrine ofliaissezFaire.—If .such liabilities to 
an impairment of the productive capability of the community 
lie in the distribution of wealth, what becomes of the char- 
acteristie doctrijm of the so-called Manchester School, laissez 
faire: hands off: leave economic forces to work, alike ‘ 
unaided and unhindered, in the assurance that tl!fe inter¬ 
ests of individuals will be found to harmonize so far with the 
interests of the community as to secure the highest welfare of 
each and of all ? _ 

On this point my views can not be expressed so well by 
phfases of my own devising, as in the language of an eminent 
English economist. 

“ There is no evidence,” safys Prof. Cairnes, “ either in what 
we know of the conduct of men, in the presMit stage of their 
development, or yet in the large •xperienee we have had of , 
the working of laissez faire, to warrant the^ assumption rthat 
lies at the root of this doctrine. , ' 

“ LPurnan beings know and follow their interests according 
to their lights and dispositions ; but not necessarily, nor in 
practice always^ in that Sense in which the interest of the 
individual is co-incident with that of others and of the whole. 
It follows that Uiere is no security that the economic plienom- 
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ena of ^ociety, as at present constituted, will arrange them¬ 
selves spontaneously in the way which is most for the com¬ 
mon good. • ^ 

“ In other words, laisfezfaive falls to tlfe ground as ,a sci¬ 
entific doctrine. I say as a scientific doctrine ; for let us he 
cai'eful not to overstep the limits of jui*argumcnt. It is one 
thing to repudiate Jh^^ scientific authority of laissez faire, 

■ freedom of contract, and so forth ; it is a totally different 
thing to set up the opposite principle of state control, the doc¬ 
trine of paternal government. ' For my part, I accept neither 
one doctrine nor the other; and, as a practical rule, I hold 
laissez faire ix> be incomparably the safer guide. •Only let us 
remember that it is a practical rule, and not a dcotrine of, 
science ; a rule in the main sound, but, like most other sound 
practical rules, liable to numerous exceptions ; above all,i^. 
rule which must ncwr, for a moment, be allowed to stand in 
the way of the capdid consideration of any promising pro¬ 
posal of social or industrial reform.” 
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CHAPTER 1. 

SUBSISTENCE : I'OTULATION. 

381. What is Consumption ?—By the term consumption, 
in economics, we express the use made of wealth. This does 
iTwt necessarily imply the destruction of the form or material 
of the commodities so used, or even tile exhaustion of the 
value which had at some time heen impalted to them. In 
general, however, the use of wealth involves, in a greater or 
less degree, loss of snhstaiici* and change of fonji, with a 
decline, rapid ov slow, in that power in exchange which wm 
call value. 

“ I’hat almost all that is produced is destroyed, is true ; but 
,we can not admit that it is ]irodu(!ed for the purpose of being 
destroycid. It is jtroduced for the jjurpose of being made use 
of. Its destruction is an incident to its use ; not only not 
intended, hut, as far as possible, avoided.”* That destruction 
may, in cxee]>tional cases, he jtraiitically avoided altogether. 
An, intaglio is consumed, in the economic sense, when it finds 
its place in the British Museum, where it n^ay remain unim¬ 
paired through uncounted centuries. Ci'rtain hewn stones 
were consumed, in the economic* sense, twenty-five hundred • 
years ago, When they were lifted into their eplace in a Rhijian 
aqueduct. As hewn stones, simjilj', they had been commodi¬ 
ties, having a variety of jiossible uses. They might Rave been 
wrought into the fortifications of the city,-or used in building 


*frof. N. W. Senior. 
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a tem^e, or an amphitheater, or a j)nvate palace. But when 
once they were applied to a definite use, they were, in the 
economic sense, consumed. They ceased to be merely hewn 
stones, tj> be sold by tl^mselwes, and sub^jcct indifferently to 
many uses ; they became insej)arablc parts of something else. 

Iron ore is consumed, 1. e., applie(J t(tthe end in view in its 
production, when thrpwn into the furnace, and here takes 
place almost inslantaneously not only a great chemical change, 
but a complete loss of fonin The iron bar or plate is in turn 
consumed, when it is fitted into a bridge, without undergoing 
any chemical or mechanical change at the time, to be thereaf¬ 
ter subject tml_Y to slow agencies of decay in the* atmosphere, 
or to effects of attrition which, from one yeai to anothei., 
W'ould be irajicieeptible. 

332. Consumption as a Department of Political Ec^o-^ 
omy.—Why should, the economist, interest himself, at all, in 
questions relating to consunqition ? Why, !i ving traced 
wealth through its production, distribution and eveh.ange, 
should he not leave it in the hands of the consumer without 
further iTiquiry, stitisfied with its Imving re.aehed the end for 
which it was cre.ated ? So h:ne many#, indeed most, econo¬ 
mists A‘ait with the uses of w(>alth, declining to recognize 
Consumption as a dejiartment of j)olitical economy. 

It is, of course, (competent to any writer on econoiiiies thu^ 
to limit the scope of his inqiiiry ; but I can not hut deem it a 
subject of much regret th.at the fascinations of the mathemat¬ 
ical treatment of economic questions, and the .ambition to nuike 
politie.al economy an e.vact science, should have led t.. the 
practical excision of the whole• department of consumjftion 
from so many rewnt works. For, a^ter all, the chief interest 
of politie.al economydo the^ordin.ary reader, il,s chief value to 
the student of history, must be in the exjihanation it .affords of 
ith% advance or tife dccliue in the productive power of nations 
and communities ; and it is’ only in the consumption of wealth 
that we find the reasons for the rise of some and. the fall of 
others, from age to age.* It is in the use made of the exist- 
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ing body of wealth that' the wealth of the n^t gcner^.tion is 
; determined. It matters far less for the future greatness of a 
' nation what is the'sum of its wealth to-day, than what are the 
'habits of its people 'In the daily, consumption of that wealth ; 
! to what uses those means arc devoted. That wealth may he 
applied to ends whicluinsiiire social ambition, which restrict 
population within limits consistent with a high 'per capita pro¬ 
duction, which increase the efficiency of the laborer and sup¬ 
ply instrumentalities for rendering his labor still more produc¬ 
tive, or it may be applied to ends which allow the increase of 
population in the degree that involves poverty, squalor and 
disease ; to, ends which debauch the Laborer morally and 
physically, striking at both his jtower and his disposition to 
work hard and continuously. When it is remembered that 
statisticians estimate the wealth of England at only five or six 
times the amount of its annual prodnetiop, it will appc.ar of 
how much more importance, in the large view of a n.ation’s 
future, is the direction of its exj)enditures than the absolute 
amount of its accumulations, at any given time. The com¬ 
pleteness with which the French ])eo[)le, through their tem¬ 
perance, frugalit}^ .and industry, coral)ined with the strict 
depression of j)o])ul.ation, made up in a few 'years thft terrific 
losses and fines of the German -ft'.ar, affords a very striking 
'illustration of the virtue tlnu'e is in the labor power of a 
country to replace its capital, if only a right consumption of 
the annual product be assured. '* 

j-^383. Subsistence.—The primary use of wealth is for sub¬ 
sistence. In the earliest stiiges of human society, man, like 
the'lower animals, had only,one want, Like the, lower ani¬ 
mals, he gathered his food, whether fish o».- flesh or nuts or 
berries, wliere he chanced to find ^t, and ate it without prep¬ 
aration. Long, however, before he begjin to cultivate food, 
even in the simj)lest way, he began to cook‘it. The discovCry 

r 

--v—---—- 

Mechanics presented by the Theory of Economy proposed by, him, sig¬ 
nificantly says ; “ But I believe that Dynamical branches of the science 
of Economy may remain to be developed, on the consideration of which 
I have not at all entered,” Elsewhere Prof. .levons says: “ We, first of 
all, need a theory of the Consumption of Wealth.” , '* 
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ot fire |nd its apf)lication to the preparation of food, is made 
by some writers upon primitive society to ipark the boundary 
between the purely savage and thb barbarous condition. , 

Man is'the only anui&l that lias attained the cajiability of 
preparing food for consumption. All other species are con¬ 
tent with the animal or vegetable material. Man, even in the 
lowest of existeijt coinmuuities, demands for his subsistence 
something more than the rapv material. It must be prepared 
or manufactured for his uses, though this may be by very rude 
and simple processes. 

384. Clothing and Shelter.—At what stage in the evolu¬ 
tion of the Ifuman kind, elotliing and shelter, other than that 
furnished by the casual cave or by the foliage of tlie forest,, 
became a requirement of the theretofore naked man, expi ?ed 
unsheltered to the storm, we need not inquire. At modera.. ■ 
elevations throughoht the zone in which the human race orig¬ 
inated, tliat requirement has never been onerous. The 
amount of effort there involved in pi-ovlding the bamboo hut, 
the wigt^am of poles and boughs, or the tent of skins, for 
protection against the rainy season, and iiv preparing the 
scanty garment of pelts or of cloth, deilianded by comfort or 
by the awakened sense of decency, has never been great. 
Food still remains, in those regions, the one great reijuirement 
of hum,an existence. 

When, however, mankind ,§pread over higher alt'tudes or 
zones further removed from the equator, as tribes were driven 
up the mountain sides by victorious enemies, or were crowded 
toward the arctic or antarctic circles bj^ the increasing scarcity 
of the casual food of the chase, 8f the fishery, or of the natural 
forest, the requirement of clothing, of shelter, andjast of all, 
of fuel, came to be of increasing urgency and severity. 
M^ifiiin certain limits, however, clothing, shelter .and fuel are, 
in the higher latitudes* biterchangeablc with food, in the 
human Economy. One of the prime purposes of food'’being 
there the maintenance of the warmth of the body, that occa¬ 
sion may, in part, be served indifferently by « certain amount 
of ^o.d, or by clothing of a certain .■ithickness ’applied to the 
jFrame, or by the combustion of at certain amount of fuel 
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within an inclosure, or of a larger amount of'fuel in t[ie open 
air. , 

And here, as on the ton thousand occasions of a higher 
^civilization, it is found that Vthfe grealest economy resides in 
Ithe largest capitalization of labor.) A dress of skins, which 
may have cost the effort- of a week, will, during the time it 
lasts, more than replace, for pur{)oses 'of waj-mtli, food which 
would have required th(> eiforts of jiiaiiy months. A hut which 
may have been a season in building, may save more in the 
food required for health and comfort, during the lifetime of 
the builder, than could have been obtained by the hunting or 
the fishing di years. ' 

'■ 385. Now let us suppose that, within some geographical 
division, the conditions of production aresuch that each adult 
n».ile is able by steady labor to secure for himself consider¬ 
ably more, in the way of food, clothing, shelter and fuel, than 
is re(juired for his own subsistence in health and strength to 
labor and in jdiysical comfort, meaning, by this last, not 
much, only a freedom from pain and discomfort. 1^ does not 
matter, whether/he laboring pojiulation under consideration ob¬ 
tain the means of subsistemie, as hunters, as fishermen, as herds¬ 
men, or as agriculturists. The question avc have to ask is, 
)what will these laborers do with the wealth they produce, 

, after the strict needs of subsistence are met; how will they 
! consume it ? 

386. The Wife.—In the first instance, it may be assumed 
th^Ct each laborer will undertake the support of one adult 
female, and this, not out of charity, or compassion, not by the 
force of any legal arrangement, not with any reference to the 
continuance of the tribe, but in obedience to a natural 
instinct second only, in the denmnd it makes upon men, to 
the craving for food. The latter satisfied, tjie former asbqirts 
itself, irrepressibly, among all clafses and conditions of men, 
in all states of human society. • 

(The woman with whose subsistence the laborer’s income or : 
annualjjroductiferi of wqalth thus becomes charged, will, in . 
greater or less degree, a|ld to the means of the family ^thus, 
formed.) She will spinVand weave, fashioning the fibroua 
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materis|s which the man has gathered, into garments, 
blankets, and nets. She will, in various yays, prepare the 
flesh, the fish, or the vegetable fobd, which the head of., the 
family supplies, renderi/g it nfore palatable, more nutritions, 
more wholesome, or less perishable, aecording to the nature 
of the subject matter. She will bring Avater from the spring 
or brook. She yII! krep the hut or tent in a certain order 
and decency. 

While, thus, the female, in an early stage of industrial 
society, adds something to the family means, both by what 
she makes and by what she saves from waste, we ni.ay assume 
that, speaking broadly, she does not produce as fliueh as she 
consumes. The margin of subsistence which the hunter, the 
fisherman, the herdiMuin, the tiller of the soil enjoys, is smaller 
after he has taken a wife than before. Nor is the contri’-,. 
tion made by the wife to the joint revenue of the family in 
any degree a determining cause of the formation of the 
family. 

We haye, thus, the two earliest forms of the consum]>tioa 
of wealth, first, in the sustentation of thi; individual laborer, 
and secondly, in the maintenance of the w'ife. Jjct us sup¬ 
pose, for the further purposes e^f this discussion, that the pro¬ 
duction by the head of the family, imreased by the wife’s, 
contribution, amounts to three and a half times what is neees- 
saiy to sujiport one adult jierson in health and str ngth to 
labor, and in jihysical comfort, according to the definition of 
that term already given. We have, then, to be deducted frhm 
this amount the subsistence of both husband and wdfe. 

387. The Child.—Now', we have to note the third great 
form of consumption, in the order of nature. The association 
of husband and W'ife is followed, in the vast majority of cases, 
by ^offspring. Riyies th.at are comparatively infertile, for what 
reason physiology can no't s!>y with confidence, are known to 
history, and some such are to-day in occupation of portions of 
the earth’s surface ; while, among prolific races, arii here and 
there found individuals w'ho are storile, fnxn causes jA'liich 
phy^ology is equally unprepared to cttplain. Tlic proportion 
of these exceptional cases among laboring populations is very 
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small. We may, therefore, disregard them in ou,- argu¬ 
ment. 

T^e appearance of the child, makes a new and imperative 
demand upon the revenue of the fan',ily. In the ijmmediate 
instance, it diminishes the ability of the mother to render her 
accustomed services in tlve household and reduces her contri¬ 
bution to the joint income. Then and, afterwards, for a long 
time, it causes a steady draft upon the resources of the father 
in the way of food and clothing. 

The demand thus made upon the family income is, within the 
limits of the father’s ability, met, in general, fully and even 
cheerfully. It is not in obedience to the requirements of law, 
or because of any patriotic desire to make good the numbers 
of the community, or contribute to the sifength of the state, 
o.r^on the other hand, from the conside^;ation that these babes 
may, after the lapse of years, themselves become producers, 
and possibly, in time, become his supjtort in his old age, that 
the father unquestioningly gives'up to his children that mar¬ 
gin of subsistence, which, as a married man without children, 
he might have fiiijoyed. It is in obedience to a ])urely indi¬ 
vidual feeling, of an instinctive character, so generally planted* 
in the human mind that, in spite of instances of parciiital neg- 
^Icct or cruelty, we may sj)eak of it as universal. 

Here we have t)ie third form in which wealth is consumed. 
It will be remembered that, thus far, we have supjmsed noth¬ 
ing to be done with the wealth ])roduccd in the j)rimitive com¬ 
munity which has for its object display, luxury, or even the 
gratification of appetite beyond the actual requirements of 
subsistence. That wealth is applied to the support, first of the 
' jjroductiyp laborer, secondly, of the wife, taken in obedience 
Tp a natural craving which may b^s termed a universal instinct 
‘bf mankind, and, thirdly, of the children springing from, that 
union. 

888. Children in Excess.—Let us suppose that, with three 
children, of various ages, the subsistence which can be provided 
by the h^adof the family isfully taken up. These five persons, 
male and female, old ai^d young, consume all that can be pro¬ 
duced, which we have a^jsiimed to be equal to the sustenlation 
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of thr^ and a half adults. If, now, other children are to 
appear to claim a support at the hands of the husband and 
father, what will be the result? ’Clearlya reduction in* the 
standard-of living. Ti<ere will no. longer be food, clothing, 
shelter and fuel adequate to maintain each and every member 
in health and strength, and without ^^ain or discomfort result¬ 
ing from depriyation-* of things needful. The new-comers 
will, indeed, under the impulse of the parental instinct, be 
admitted to an equal participation in the family income ; but 
the share of each member of the family will be diminished. The 
pinch may come earliest and most severely at one ])oint rather 
than another; food may be denied, or fuel, or ’clothing, or 
shelter, according to ciriaimstances; but, in one way or another, 
something less tha* what is necessary to maintain the mem¬ 
bers of the family in health and strength and comfort, is Sup¬ 
plied. Of this the effects may be grouped in three forms; first, 
the reduction of -sital force and labor power; secondly, the 
diminution, perhajis the disappearance, of the subsistence 
fund heretofore laid uj) against the occurrence of bad seasons 
or the disability of .the head of lb" ' amily tbr.vigh accident or 
sickness, thirdly^ the generation of infirmities and diseases of 
a.transimssible character. 

389. The Effort of Nature to Eestore Equilibrium—Nowi 
let us, further, 8Uj)pose this increase, in the immber of children 
beyond the limits of subsistence to have taken place Uidformly 
throughout the tribe, but to have taken place once foi’ all, 
not from a persistent but from a purely transient cause: wdl 
there be any effort of nature to restore the condition of gen¬ 
eral health, strength and comfort,'’wbich b.as been for the time 
lost ? 

It is, indeed, tnie that i;.ature will make an effort, first, 
through diaease^.'^’hich will have a greater destructive power 
upon an ill-sustained thah upon a well-sustained community, 
especiallj* in the case of children and of the aged ; seeqndly, 
through an impairment of the reproductive power of the adult; 
and, thirdly, through faminejireaking upon a populatienjjdiose 
store laid up against drought or flood or fire or the ravages of 
insects, has been, once for all, eatei/np. (But this effort of 
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nature will be unequal to the work to be doneP Thepieto^ 
of a thousand tribes shows t}iat there is not sufficient force in 
fanvne or disease to prevcftit the permanent reduction of a 
community, through excess of" numUers, from a condition of 
physical well-being to one of inadequate subsistence with 
consequent impairment f>f vital forcie and labor power. 

390. Solidarity of the Family.—W late years, with the 
growing interest in biological investigation, tjierc has been, 
manifested a disposition, in certain quarters, to glorify priva¬ 
tion and famine, as agents in the ujdifting of the human con¬ 
dition, the doctrine of the “ survival of the fittest ” being 
^plied to societies of men without due consideration of a most 
important difference existing between men and other species 
of animals. 

■cut is the solidarity of the family which prevents the law of 
the survival of the fittest from exerting :,hat power in raising 
the standard of size and strength and functional vigor among 
men, which it exerts throughout the vegetable and the animal 
kingdoms, generallj''. In the vegetable kingdom I suppose 
there are no traces of this solidarity of parent and offspring, 
although not being a’botanist I can not speak with assurance. 
In the animal kingdom, exclusive of man, the, solidarity of the 
, family exists, indeed, but to a limited extent only, and for a 
brief period. The mother protects and nourishes her offspring 
moat sedulously and devotedly; drains .her life-blood for its 
support, and will die in its defense ; but, in general, when the 
offspring is weaned the connection is broken. The lives 
become separated. The young must thereafter be their own 
providers and protectors. 'Mother and child become com¬ 
petitors for food in the same field or forest; may even tear 
and kill one another in the struggle for existence. Thus the 
principle of survival obtains leave to 0 ])j;rate. If the con¬ 
ditions of existence become hard, if subsistence is inadequate, 
the weak, the deformed, the sick, are run over, trampled on, 
killed out,'while the fittest survive, acquire all the nourishment 
whic^ k to ba had, grow continually larger and stronger, 
breed only among themselves, and thus the standard of size 
and strength rises frond generation to generation. 
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WitJi man, however, the conditions of the struggle for exis¬ 
tence afe greatly changed. Generally speaking, that struggle 
is between families as units, not betwee.n individuals. Within 
the family, the young ahd old,* the weak and the strong, itvalo 
and female, are bound together by natural instincts, which are 
too strong for pain, for iiunger, fortde'S.th itself. If want or 
famine pinch, all suffer, together. So far as any preference is 
given, it is to the younger and the weaker. I'he j)arent denies 
himself that the cries of tl5o child ina\' be hushed. If one 
member of the family fall sick, instead of being neglected, or 
even trampled on, as among the lower orders of animals, ho 
commands khe tenderest ('are of all. I’liis, cleiS'ly, is not a 
condition undiw which the principle of “the survival of the 
fittest,” however fierce may be “the struggle for existence,” 
can o|)erate among njeii, to raise the standard of size «-■ ‘ 
strength and functional vigor. Instead of tin* natural elimina-i 
tion of the weake,st and the worst, it is here the best who, 
from sexual or jiarental love, bare their breasts to I'eeeive the 
blows of fortune. 

391. Tiie Capabilities of the Vrocreative Force.—We 
have thus far impiired resjiecting the efft'Cts of an inereasc of 
the numiJer ofT'ITildren in any community beyond the limits 
o? subsistence, assuming for the moment the increase to be, 
due to purely transient and adventitious causes. IIow is it as 
to the degree of actjvity and 2'ersisten(!C in the jir creative 
force, in the jiresence of a threatened reduction in the stand- 
■i.d of living below the iioint of health, stnuigth and freeddm 
from discomfort ? 

But, first, of the reproductive dhjiability of mankind, ft is 
evident that the inere fact of childreii being born to jvarents 
does not, of itself, insure or threaten any increase of numbers 
from^eneration to generation. IV^ith the limits set to human 
life? reproduction !n a ceitain degree may bo only sufficient to 
make goc^l the loss by death. It may be even leas than is 
necessary to this enil. Hence we must inquii-e vChat is the 
normal relation between births and deaths. 

In his celebrated treatise on “ Population,”*Mr. Malthus 
assumed a birth rate sufficient to yield, in spite of occaoional 
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celibacy and exceptional sterility, in excess of four ch^dren to 
a family. There is reason to brieve that in any colony of 
Eurppean blood, planted oirnew land, of reasonably salubrious 
quality, within the 'temperate zone, tlljs rate of increase'would 
be reached, and, in the majority of cases, exceeded. That 
rate of reproduction 'aliiue, however, would be sufficient to 
secure an appreciable increase of each generation over the one 
preceding, were the facts of infant and of adult mortality but 
moderately favorable to the groWth of population. 

892. Geometrical Progression.—Now, if we may assume 
for the members of successive generations an uncliminished 
degree of fiscundity, we have here all the conditions of a 
geometrical progression. And the possibilities of geometrical 
progression, when persisted in for a long time, become simply 
tremendous, whether in population, in wealth, or in any other 
direction. . 

What is the characteristic of geometrjeal, as contrasted 
with arithmetical, increase ? It is that, in the former case, 
the increase itself increases: the fecundity of the original 
stock is 'transmjitted through all that is successively derived 
from it. Thus, to t!»ke a series of ten terms, we might have 
Arithmetical; 2 , 4, C, 8 , 10 , 12 , 14, 1(3, 18 , 20 .’ 
Geometrical: 2 , 4, 8 , 10 , 32, 04, 128, 2 r. 6 , 512, 1024. ‘ 
Here, in the arithmetical series, the difference between the 
ninth and tenth terms is the same as that between the first 
and second', viz., 2 . In the geometrical series, the difference 
between the first and second terms is, also, 2 ; while, between 
the ninth and the tenth, it is 512. It would require more than 
five hundred terms to carry the arithmetical series to the 
point whiph, in the geometrical series, is reabhed in ten terms. 
It would require more than a,million terms to carry the 
former series to the point reached by the latter in twenty-one 
terms ; a thousand million terms to carry tfie former serieb to 
the point reached by the latter in thirty-one terms. , 

These tremendous leaps in the geometrical series, are due to 
the fact J.hat thg increase between the first and second terms 
becomes itself the cause of a proportional increase between the 
second and third terms'; which increase, in turn, becoifa&S the 
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cause o^‘ corresponding increase between the third and fourth, 
and so on to the end. Whefeas, of the aritiimetical series we 
may say that the entire increase comes put of the original 
stock, which continues to propagate at a constant rate, wllila 
all the successive increments so produced remain barren. 

S 83 . Population Increases by Geometrical Progression, 
—Now it is according tb the former and not the latter law, that 
population increases; and ap we said, the conseg[uences of a 
persistence in a geometrical ratio, through a considerable 
period of time, are simply tremendous. “ The elephant,” sayS' 
Mr. Darwin, “is reckoned the slowest breeder of all known 
animals, and I Lave taken some pains to estimate^ts probable 
minimum rate of natural increase. It will be safest to assume 
that it begins breeding when thirty years old, and goes on 
breeding till ninety years, bringing forth six young in ..ne 
interval, and surviving till one hundred years old ; if this be 
so, after a period ftf from seven hundred and forty to seven 
hundred and fifty years, there would be alive nearly nineteen 
million d^hants descended from the first pair!" 

Man, though a slow breeder, a.s comp.ared vrtth many of the 
lower anipials, iap a rate of reproduction far exceeding that of 
the elephant. Population has shown the capability, over a 
vast extent of territory, on more than one continent and* 
through considerable periods of time, of floubling once in 
twenty-^ve years. With this capability we may say that, if 
“ neither evil, nor the fear of evil ” checked the population of 
the United States, it would, in a century and a-half, amount, to 
three thousand two hundred millions. Of course this consum¬ 
mation could never be reached. Such a population would be 
impossible under the conditions of human existence.* 

394. The Persistence 0 / the Procreative Force.—Such 
beii^*the capabilities of the procreative force, when operating 
unrestrained, let us inquire \\ihat virtue there is in the feajof a 
reduction bf the standard of living below the point of health 
and physical comfort, to check population at that line. 

It is commonly assumed, in discussions relating tb wga 
that t^ laboring class will more and more withhold their in¬ 
crease as the conditions of life become harder and harder; and 
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I that any economic injuries which they may suffer, froi| what- 
iever cause, will, inthe order of nature, be in this way repaired. 
Instead of it being ^rue, however, that the laboring class tend 
thus to resist and resent any lowering of the standard of sub¬ 
sistence, the fact is that never is the procreative force more 
active than when the cdhditions of life become meager and 
squalid; when the reserve of the summer ag,aiiist the winter, 
of the good year against the bad, is swej)t away by the clamor¬ 
ous necessities of to-day ; when alike enjoyment of the present 
andho]»eforthefuture are at their low'csl jxunt. Never had the 
marrying age been earlier, or christenings more frequent in 
Ireland tharf'wheii, just upon the verge of the gveat famine, 
Earl Devon’s Commission, in 1844, thus des(;ribed the condi¬ 
tion of the peasantry: “In many districts, their daily food is 
tho'^potato ; their only beverage, water ptbeir cabins are seldom 
a protection .against the weather ; a bed oV a blanket is a rare 
luxury ; .and, in nearly all,'their])ig and manure heap constitute 
their only property.” 

The state of the ])opulation of India and China, affords a 
conclusive prooftthat there is not sufficient virtue in economic 
forces to keep poj)ulation above the plane of extrenie miseiy, 
if once it fiills below the plane of comfort and decency. Qn 
the contriiry, a moral weakness or recklessness is induced 
which tends strongly and swiftly to carry pojmlation to the 
point of industrial distress. TJieii, indeed, famine makes its 
appearance, as periodically in India, to set bounds to increase 
©rnumbers; but, for the reasons that have been stated, this 
forpe does not operate, as in the animal kingdom exclusive of 
man, to cut off only the least active, aggressave, intelligent, or 
Belf-rcliant. The effect of famine, and of the diseases gener¬ 
ated by famine, operating upon population across the barrier 
imposed by the solidarity of the family, is tq lower the physical 
tone,^to taint the blood, and weaken the will-power of the 
entirq body, making it increasingly difficult, from generation 
to generation, to restore the lost conditions of economic well- 
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CHAPTER II. 

THE APPEAEANCE OF ¥EW ECONOMIC WANTS. 

396 . An Ascending Scale of Personal Consumption.—We 

have thus far dwelt on the effects of an increase of numbers 

« 

beyond the limits* of subsistence, as the latter arc determined 
by the law of diminishing returns in agi-iculture. Wo have 
seen, that since the procreative force increases rather than dimin- 
inishes in the face of jiovcrty and S'jualor, there is no nat¬ 
ural resting-j)lace for population, if once it passes below the 
])lane of ample subsistence, until it reaches the j)oiut where it 
meets the “ positive checks ” of famine and disease and, it may 
be added, of war.* This ]>rincijilc of j)Oj)ulation, to which v ;■ 
give the name, Maltljnsianism, was first clearly cmmcialed and 
fully illustrated by Mr. Malthus, in the last yea: of the last 
century, although intimated in the writings of earlier econo¬ 
mists, csjiecially of the Italian Ortes. 

Let us now consider the relations of subsistence and popula¬ 
tion, on an ascending scale of jiersonal consumption. We have 
seen that'»popufelton will go on increasing as fast and as far as 
fdod is jirovided to support it, all iucre.ase of wealth surely 
taking the form of an increase of numbers, unless other and’ 
more imperative demands aic made upon the income of the 
family. But let us suppose that, at the point where a compe¬ 
tent subsistence is provided to maintain the whole population 
in health and strength to labor, and in freedom from all dis¬ 
comfort resulting from privation »of things absolutely neces. 
siiry, the want of flomething beyond ihis comes to be strongly 
felt by the individual members of the community.f 

_ ^ —— 

*•' It is impossible,*’ says Senior, “ that a positive check so goading 
and remorseless as famine, should prevail without bringing in he» train 
all the others. Pestilence is her uniform companion, and ,murd*r and 
war are her followers.” 

f “ The much greater number and the longer continuance of his want 
says Pi^. Roscher, “ are amongst the most striking differences between 
man and the brute. While the lower animals have no wants but neces 
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396. Diversity of i^arly Economic Desires.—What that 
want may be does not matter for the purposes of the f)re8ent 
discission ; and, indeed, it would not be likely to be the same in 
the, case of all communities. In one, Ihe first want felt, after 
the absolute requirements for the support of life and laboring 
power are satisfied, is of osnament and decoration. Even when 
men are hardly covered from the cold gnd scantily nourished,' 
the passion for display makes its appearance in forms that are 
ludicrous enough to the eye of tile civilized man, but which 
have a most serious meaning to the barbarian and engross his 
faculties as completely as widely different objects do the fac¬ 
ulties of the (Parisian. In another community, tl)e first want 
felt after the claims of immediate bare subsistence are met, is 
of a store for the future and a provision against the caprices 
of ^he seasons and the casualties of life., .1 ust as the ant—the 
ant of fable, at least, if not of the naturalist—differs from the 
butterfly, so have certain tribes of men, in f.he earliest condi-' 
tiou to which we can trace them, differed from others in this 
respect of care for the coming time. The first want emerging 
in the life of another community may be of wealth to be 
expended in worshij) and in honor of the n^itional or local deity. 
Millions of men may consent to live squahclly that a few 
temples may shine like the sun, their altars smoke with unend¬ 
ing sacrifices, theit priests walk resplendent with embroidered 
and jeweled vestments. In still other communities, the new 
want may take the form of a love, no longer of ornament, 
but of comely dress, or of desire for a diversified diet, or of a 
taste for leisure, on of a craving for some costly drug or drink, 
like' the opium of the East Ilidian and the Chinaman or the 
fire-water rf)f the North American Indian. * 

Writers on economics have, indjed, endeavored to establish 
something like an order of natural succession for the various 
wants emerging in human experience: thus Prof. Senior sJys 

sities, aad while their aggregate wants, even in the longest series of gen¬ 
erations, admit of no qualitative increase,the circle of man’s wants is sus- 
c entiple of indefinite extensioa. And, indeed, every advance in culture 
made by man finds expression in an increase in the number and, in the 
keenness of his rational wants.” ' “ 
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that man’s “ first object is to vary his food ; ” “ the next desire 
is variety of dress ; ” “ last comes the desire to build, to orna¬ 
ment and to furnish ; ” I deem it,•however, more consonant 
with what,.is known of cAmmuHities having only a small mar¬ 
gin of living, to hold that the appearance of economic desires, 
beyond the need of bare subsistence, js governed by the moral 
and social characteristic^ of each race or tribe of men. 

397. Economic* Wants Antagonize the Procreative Force. 
—Whatever be the passion or desire which is first developed 
in the mind of any community, it makes a demand upon the 
existing body of goods, or upon the current production of 
wealth, which at once antagonizes the strong and,urgent dis¬ 
position, which has been indicated, to the consainption of 
wealth in the support of an increasing population. CThe newly 
awakened passion or desire can not be gratified out of th', 
existing fund of wealth, unless the* procreative force receive a 
check.) Whether this shall be done or not, is a qui ^tion upon 
the answer to which depends the whole economic future>ci£' 
the community. 

Any economic want may act in restraint of population in 
one or more of three ways : first, by diminishing the numbers 
of the mafryiri^ class, inducing celibacy among those who do 
not find the way to obtain an incoi^e, adequate to the support 
of a family ; secondlj’’, by procrastinating marri.age ; and 
thirdly, by diminishing the birth-rate within the married state. 
The forces which operate in restraint of po})ulation may take 
any one of these three ways, or take them all, in which lattor 
case the reduction of the ratio of increase will be very marked. 
If for example, the number of married pairs in a given edm- 
munity were brought down from 100 to 80, by the spread of 
celibacy ; if, through later njarriagos, the child-bearing period 
for eajph married pair were reduced from twenty years to fif¬ 
teen, and if (the inlerval between births were extended from' 
two years;to three,) the number of children born under th« lat¬ 
ter state of things would be, to the number born .undeJ the 
former state, as 40 to 100. , , 

388. A DiversifLed Diet.—Whatever be the want moist 
commdiily felt, after the requirements of mere subsistence are 
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met, there can, I think, "be no question tliat the want which 
has been efficient on the largest scale, at once in protnoting 
labor for its gratification, and in restricting the increase of 
population, is the cr'aving for a •diversified diet. Once let the 
traditional sole diet of the barbarian, be it fish, or flesh, or 
grain, be crossed with* sqjne other species of food, exciting 
thus the pleasure which resides in varjety, and an economic 
force has been introduced into the life of the community which 
is ca])abh! of producing mighty results. 

Without claiming to sjiciik with authority as a student of 
sociology, I should say that this has been the lever by which 
more tribes .i^id races of men have been raised an^ kept, one 
degree, at least, above the condition of a population pressing 
all the time, at all points, upon the limits of subsistence, than 
by j),ny other. 

A diversified diet, although doubtless tit contributes, in a 
degree, to health and vigor, is yet a pure Iqxury in the sense 
that it is never sought on the former account, but wholly 
because of the gratification of appetite thereby secured. It 
will seem strange to those who have not studied the' question 
j of poj»ulation, that an- appetite for objects of luxury should 
I be spoken of as having greater power to ovcfCbrae tfie dispo- 
! sition to indolence and the dis)iosition to excessive procre'- 
' ation, than the fear of privation and actual misery. Tet so it 
is ; and as we go up the scale of human wants and desires, as 
viewed by the moralist, we shill find that, in general, the 
higher the want or desire, ethically exmsidered, the stronger 
it proves to be. Mere sentiments, involving no gratification 
to ally bodily sense, impel m*n to exertions the most painful 
and protracted, and hold in check the most Masterful passion 
of the human kind, that passion wjliich defies abject physical 
want and laughs in the face of famine and pestilence. 

389. Decencies. —Of narrower range in Its application* to 
tribe»and races of men than the desire of a diversi^ed diet, 
but ofgreater intensity and peraistency within that range, is 
the desire of what we n\ay call decencies, meaning thereby 
IhoAe things which are prescribed or required by public opin¬ 
ion. It is evident that the term decencies, in economic8,*Ynust 
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have a very various application to different communities and 
to different classes within the same community. 

“ The question whether a given commodity is to he con¬ 
sidered as.a decency or i luxury, is obviously one to which po 
answer can bo given, unless the place, the time and the rank 
of the individual using it be specified.* The dress whicli in 
England was only deceitf a hundred years ago, would be almost 
extravagant now ; while the house and furniture which now 
would afford merely decent Accommodations to a gentleman, 
would then have been luxurious for a jx'cr. 

“The causes which entitle a commodity to be called a neces¬ 
sary, are mpre j)ermanent and more general. They depend 
partly upon the habits in which the individual in question has 
been brought up, ])artly on the nature of his occuj>ation, i)n 
the lightness or severity of the labors and hardships tliat^’ e 
has to undergo, and partly on the climate in which he lives. 

“Shoes are necftssaries to all the iuh.abitants of England. 
Our h.abits are such that there is not an individual wjwwp 
health would not suffer from the w.ant of them. To tluilowest 
class of the inh.abitants of Scotland they are liyfuries. Custom 
enables them to go barefoot without inconvenience and with¬ 
out degradation. ^ When a Scotchman rises from the lowest to 
the middling classes of society, they become to him dt'ceiuies. ^ 
He wears them to preserve, not his feet, bu^his station in life. 
To the highest class,,who have been accustomed to thi ;n from 
infancy, they are as much necessaries as they are to alt classes 
in England. * 

“To the highest classes in Turkey, wine is a luxury, and 
tobacco a decency. In Europe, ft is the reverse. The lArk 
drinks and the European smokes, not in obedienpe but in 
opposition both to the rul(v of health and to the forms of 
society But wine in Europe and the pipe in Turkey are 
amftng the refresWentsi to which a guest is entitled, and 
which it would be as indecent to refuse in the one countfy as 
to offer in the other. 

“ A carriage is a decency to a woman of f as|}ion, a pecessary 
to a ^ysician, and a luxury to a tradesman.” * • 

*N. W. Senior. 
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400. The Desire of Decencies the Qreat FrerentiTe Check 

to Population. —Whatever dignity the moralist majf assign 
to the disposition to conform to the prevailing sentiments of 
the community, the'economist must rAsognize this as the most' 
effective motive which operates cither to urge men to labor' 
for the production of A^ealth, or to check the increase of pop-, 
ulation after the condition of “ diminishing returns ” has been j 
reached. It is in the latter respect that we have here espe-l 
cially to do with it. “The great'prevcntivc check,” says the 
wise economist so oft quoted in this chapter, “ is the fear of 
losing decencies.” If by this is to be understood the check 
which is of<igreatC8t potency where it operates at all, the 
remark is perfectly just. But, in fact, it is only in few com¬ 
munities that this cause operates with sufficient force to 
restrict population within the limits of the highest/>er capita 
production. In England, among the working classes repro¬ 
duction has gone on with the least possible regard to its effect 
'ujiv,.; the standard of living. In France, on the other hand, 
even the peasantry are so fully alive to the inexpediency of 
a rapid multiplicvation, and are so temperate and prudent, that 
the excess of births over deaths has been reduced to a mini¬ 
mum. In the States of the American Union, the increase of 
population was, until recently, everywhere encouraged by the 
fact that the country had not reached the condition of dimin¬ 
ishing returns, but, on the contrary, as, is always the case 
before that condition is reached, foreign immigration and 
native growth in numbers alike added to the power and wealth 
of the several communities. Within the past twenty-five 
yeaA, the rate of natural inchease in the Northeastern States 
has encountered a decided check, due to the rising standard 
of living in communities whose productive capabilities are 
already fully developed. . 

401. Influence of a Popular J?onuro 01*1116 Soil Ui/dn 
PopifLation.— There can bo no question that the influence 
exertetl upon population by a popular tenure of the soil is 
very conpervatiye. The reasons therefor are thus stated 
by M. Sismorifli: 

“In the countries in which cultivation by small pro pnet grs 
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Still contbues, ^o^latioa incrcases’regularly and rapidly, 
until.itdias attained its natural limits : tliat is to say, inherit¬ 
ances continue to be divided andi subdivided among several 
sons as long as, by ail* increase of laboh, each family can 
extract an equal income from a smaller portion of land. A 
father who possessed a vast extent of riatural pasture, divides 
it among his sons, and ,they turn it into fields and meadows ; 
his sons divide it among their sons, who abolish fallows ; each 
improvement in agricultural knowledge admits of another 
step in the subdivision of property. 

“ But there is no danger that the jiroiirietor will bring up 
children to make beggars of them. 

“He knows exactly what inheritance he has to leaxe th^m ; 
he knows that the law* will dix ide it equally among them ; 
he sees the limits beyond xvhich partition xxmnld make %’.■ 
descend from the rank xxdiitdi he himself has filled ; and a just 
family pride, comipon to the peasant and the pi mce, makcf 
him abstain from summoning into life children for whoi'T^dyt, 
can not properly provide. If more are born, at least t^fey do 
not marry, or they agree among tlieiuselves xvhich of the sev¬ 
eral brothers shall perpetuate the familyi” 

The pdVer'iflf population strictly to limit itself, under the 
impulse to preserve family estates from undue subdivision, by 
the means adverted to in the closing sentence of the jiaragraph 
quoted, is strikingly illustrated by Prof. Clille Leslii in the 
facts which he adduces regarding the population of Auvergne, 
in France. In the mountains, it appears, the jicoplc cling 
with remarkable tenacity to the conservation of the inherit¬ 
ance unbroken. The daughters* willingly consent to ftike 
vows and renounce all part in the common estate ; or, if they 
contract marriage, agree to leave to the head of the family 
their mdividual shares of the inheritance. It is the same with 
th^ sons, of whoVn some become priests; others emigrate, 
consenting never to claim any part of the property. One of 
the sons remains at home, working with the fathef and 

* The law of so-called partible succession, prevailing Widely over the 
wester'ifpart of Continental Europe. 
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mother, and becomes Hi lime the proprietor of the ancestral 
estate. Thus the principle of equal partition, establirhed by 
law, is eluded by the cowiivanee of the family, it seldom 
occurring that the other children assert their claims, so fully 
aca-pted is this usage in the manners of the mountains. 

Prof. Jjeslie, after jciviiig the foregoing as the substance of 
an official rcjiort, adds : “ The renunciation by the emigrants 
of their share in the f.amily ])ro])erty certainly shows, if not an 
e.xtraordinary im])erviousuess to aew ideas, an extraordinary 
tenacity of old ones ; and, in j)artictdar, of tw'o ideas which 
are among the oldest in human society—subordination to the 
male head o^ the family, and conservation of the family prop¬ 
erty UTibroken.” 

From the London Times* I take the following testimony 
to the influence of an extensive ownership of laud in antagon¬ 
izing the procix'ative force, and in winning for improved 
living, comfort, luxury, and security of condition, what would 
•<atherwise be usurped .and wasted upon increase of population, 
with K'sultiug sqti.alor and poverty : 

“Over the greater part of France the standard of comfort 
and well-being haslu'en increasing ever since the termination 
of the gre.at war, in 1H1.5. The country had been so drained 
and im])Overished by the wars of Napoleon and by a century 
‘ and a half of bad government, that the gener.al misery of the 
j)opulation was indescribable, and the poverty even of the 

landed proprietors and middle cliisscs was very great. 

E/jr many yetirs comfort and well-being, and even luxury, 
have made their xvay into the households of all classes in 
France. The standard of living h.as risen enormously. The 
habits of saving and thrift h.ave not been neglected. In the 
art of managing and regularizing.their lives, the French peo¬ 
ple arc unrivaled .and the object of every family is to live widl 
and to save, at the s.amc time, so as Ijo be aole to leave tiieir 
sonsmnd daughters in as good a position as themselv.es, .at all 

events, and. in a better, if possible.Among people with 

such habits and such views of life, the risk and expenditure 


♦January 25, 1883. 
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attendant upon a large family are Naturally regarded with 
horror, n ‘ Since two or three children give us sufficient enjoy¬ 
ment of the pleasures of paternity, why,’ the greater number 
of Frenchmen argue, ‘ si^oiild we have mdre ? With two or 
three children we can live comfortably, and save sufficient to 
leave our children as well off as ourselvts ; a greater imnibcr 
would involve curtailment of enjoyments both for ours; Ives 
and our eliildren.’ ” 

402. Attacks Upon the Doctrine of Malthus.—The views 
respecting the relations of population and subsistence con¬ 
tained in the foregoing paragraphs are essentially those which 
are known as Malthusian. Mr. Malthus untjuestionably com¬ 
mitted some errors of statmnent and faults of leasouing in 
his original enunciation of the principles of pojmlation, as is 
likely to be the case on the first iiromulgation of great ec' • 
omic or social laws ;^and during his wliole life he was chrsely 
followed by criticism and abuse. Since ]\Ir. Maithus’ death 
has taken all personal iuten'st out of the controversy 
the prlnci]>les of population, and Malthusianism has coras to be 
merely a fiame for a body of doctrine, the views here pre¬ 
sented have been a butt for the headless arrows of begin¬ 
ners in etonomics' and of sundry sentimental sociologists. 

'Meanwhile'the doctrine (1) that there resides in nearly all 
races .and tribes of men a strong, urgent, persistent disposition 
to carry the increase of ])opulation beyond the limits of ade¬ 
quate subsistence ; (3) that very few, even among the noblest 
of modern communities, have shown the capability to chcfjc 
rej)roduction at the line of the highest per cai itu producuon 
of food, clothing, shelter and fuel; (•'!) tlnat, if th.is line* be 
once over-passed,'•the procreative fona* proceeds thereafter 
with augmented force ; (4) that, if the desire of luxuries and' 
decencies does not prevail to sto]) the increase of population, 
therfear of losing hecessajies, and even the actual experience 
of privation and suffering alhiost certainly will fail to do* so ; 
(5) that, through the dominion of this imperious inStinet, 
nearly all the communities of men arq under the constant im¬ 
minence of being swept away into misery, squalm’ anA disease,' 
this doctrine which we term Malthusianism has stood unshat- 
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'i^'tered, impregnable, amW all the controversy that has raged 
around it. 

403. Prof. Senior’s Statement.—I can not forbear again to 
quote this eminently wise economist, -to whose criticisms, in¬ 
deed, Mr. Malthus owed the correction of some of the faults 
of his original statemesit pf the principles of population. Prof. 
Senior says: 

“ Although we believe that, as civilization advances, the 
pressure of population upon subsistence is a decreasing evil, 
we are far from denying the j)rcva]eiicc of this pressure in al! 
long settled countries : indeed, in all countries except those 
which arc th" seats of colonies applying the knowledge of an 
old country to an unoccupied territory. 

“ We believe that there are few portions of Europe the 
inhabitants of which would not be richer if their numbers 
were fcw'cr, and would not be richer he);eafter if they were 
now to retard the rate at which their population h. increasing.” 


CHAPTER III. 

CONSUMPTION : THE DYNAMICS OF WEALTH. 

404. The Potato Philosophy ofWages.—We have, thus far, 
spoken of economic wants, mainly in their effects as retarding 
the increase of numbers. Until an adequate check, of a suffi¬ 
ciently persistent character, has been secured here, the econo¬ 
mist who fully appreciates the consequences of over-popula¬ 
tion can hardly fail to reejognize almost evevy economic want, 
whatever its origin or its object, a,nd however little either may 
be approved by the moralist or physiologist, as being better 
than none. n 

It"ha8 been from this point of view, that the English writ¬ 
ers hhve insisted so strongly that cheap food is a thing to be 
deprecated. 

Thus Mr. i: R. McCulloch says:—‘CWhen the standard of 
natural or necessary wages is high—when wheat and bCef, for 
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example, form the pKncipal part of tfle food of the laborer, 1 
and porter and beer the principal part of his drink, he can 
beai;to retrench in a season of scarcity. Sudh a man has room 
to fall; he can resort to Cheapen sorts of food—to barley, oats, 
rice and potatoes. But he who is habitually fed on the cheap¬ 
est food has nothing to resorj to, when deprived of it. Labor¬ 
ers placed in this situation are absolutely cut off from every 
resource. You can take from an Englishman ; but you can 
not take from an Irishman. iThe latter is alrc.ady so low, he 
can fall no lower; he is placed on the very verge of existence ; 
his wages, being regulated by the price of potatoes,* will not 
buy wheat, or barley, or oats; and whenever, therefore, the 
supply of potatoes fails,:it is next to impossible that he should 
escape falling a sacrifice to famine.” 

And Prof. Thorold Rogers says: “ A community whi ■. 
subsists habitually on dear food is in a position of peculiar 
advantage, when compared with another which li\es on che.ap 
food, one for instance, which lives on wheat, as contrasti'.i*’ 
with another which lives on rice or potatoes ; and thie;''quite 
apart from the prudence or incautiousness of Bie people.” 

406. Better Things Than Dear Food.—Clearly, the basis 
of this reasoning is the Malthusian doctrine. These econo- 
mfsts recognize the strong probability, the almost certainty, 

! that a people will carry their increase closely up to the limits 
’ of subsistence according to the kind of food they usi, what- 
i ever that may be. If it be thef low'est and cheapest, like rice 
in India and potatoes in Ireland, the failure of the crop means 
starvation, no adequate reserve being expected to be provided, 
on a sufficient scale, by the populiltion of any country. If the 
hind of food be higher and dearer, the masses may, in the event 
of a failure , of the crop or cjops concerned, fall back for the 
time ^pon the lower and the cheaper. 


* Dr. TrtlVers Twiss states tliat it was calculated prior to the famine, 
that two-thirds of the population of Ireland lived wholly on potatoes. 
Sir Arch. Alison says : “ Three times the number of persons can be fed 
on an aeje of potatoes who can be maintained on an aefe of wheat in 
ardlnary seasons.” 
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But suppose this dai%er of an inorease'of numbers, fast fob 
lowing up subsistence, crowding all'tbe time upon tl^e limits 
of food, to be onefe for all passed. ^^Suppose we have a eonjmu- 
ni^ which will aedept the o{)portun\ty of living upon cheap 
food and apply the saving to the permanent enlargement of 
their capital, or to other forms of enjoyment, to dress, to 
better lodgings, to luxuries, perhaps to expenditures upon 
education and culture. What harm, then, lirould Mr. McCul¬ 
loch or Prof. Rogers find in cheap food, be it potatoes, or 
rice, or the Indian com of America ? Surely none. The more 
■ is saved from the cost of food, the more can be spent upon 
making homes ample and comfortable, healthful and decent, 
the more can be spent upon school-houses and churches, upon 
books and periodicals, upon literature and music and art. The 
wife may be let to stay at home and keep the house; the 
children be given their time, to acquirt^ an education and to 
secure for themselves a thorough preparation for their work 
''injife.) 

Le>.nie not be understood as quarreling with this potato 
philosophy of wages so far as the assumption which underlies 
it, nfs., that population will inevitably keep close up to the 
limits of subsistence on the kind of food, wh3i.evei that may 
be, which forms the popular diet, is justified by the facts of 
society, as it very widely is. I only claim that, in any country 
whose people had shown the capability of setting bounds to 
the increase of population by the exercise of their own judg¬ 
ment and will, cheap food would become a means of increas¬ 
ing the comforts and luxuries enjoyed by that people in other 
directions of expenditure, ®r of enlarging the capital and im¬ 
proving the productive agencies at their command. 

406. The Dynamics of Wealth.~A8 a means of checkmg 
the increase of numbers, which otherwise would surely carry 
population to the point of misery, famfcie and pestiknee, 
the*appearance of almost any economic want must be greeted 
as a‘good,, without much respect to the origin or object of that 
want. But the moment the capability of the self-limitation 
of population is assured, the economist discovers wide dififer- 
ences between the various demands for the consunaijAion of 
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the existing body of* wealth, made by* the differing appetites 
and desjres of different cbmmunities, or of different classes in 
the ^ame community, as regards the influence of those various 
forms of consuming wealth up»n the powei- and the disposition 
to create values in the future.* 

It is here we find the body of ecosiomic literature most 
deficient. We need a ijew Adam Smith, or another Hume, to 
write the economics of consumption in which would be found 
the real Dynamics of Wcaltk ; to trace to their effects upon 
production the forces which are set in motion by the uses made 
of wealth ; to show how certain forms of consumption clear 
the mind, strengthen the hand and elevate the ^ims of the 
individual economic agent, while i)romoting that social ordor 
and mutual confidence which are favorable conditions for the 
complete development^and harmonious action of the indus*'. ■! 
system ; how other forms of consumption debase and debauch 
man as an economic agent, and introduce disoruer and waste 
into the complicated mc'chanism of the productive agencies. 
Here is the opportunity for some great moral phiksopher, 
strictly confining himself to tin- stmly of thc^economic effects 
of these causes, denying himself all regard to purely ethical, 
political ortheological considerations, to write what shall be the 
m* 08 t important chapter of political economy, now, alas,^ 
almost a blank. 

407. Two Popular Fallacies Concerning Consumption.— 
In a preceding chapter, we discussed the question, how it is 
that there can be, at any time, with abounding natural resource,)!, 
unemployed labor power, unemployed capital power, no lack of 
disposition on the part of the owners of capital to secure a 
return from the productive use of their property, no lack of dia- 

* 

* 'V^hen we remember that the expenditure of the people of Great 
Brikiin, annually, foifalcoholie beverages, rciiches the enormous sum of 
£ 180 , 000 , 000 , or $ 900 , 000 ,Oflt), four-fifths, at least, of whieh is sj'ent in 
a way th^ is not only without any beneficial effect, but is poaitively 
injurious, a large part of it going to the destruction of moral, intellecturf 
and physical power, we get a rude measuft! of the force which a wiser 
consumption of wealth might introduce into the econolnic life of that 
counti^. 
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position on the part oJ laborers to earn wages by work, and 
yet an enforced idleness, with resulfing poverty and* squalor. 
Twp popular explanations of this condition of things are always 
8 Ufe to be offered (turing the cbntinuance of “ hard times,” one 
of which finds its expression in the sounding phrase, “ over¬ 
production,” while thb other emphasizes its supposed antag¬ 
onism to the theory of the over-productionists, by the use of 
the term “ under-consumption.” 

A brief reference to the conditions under which wealth is 
produced, will suffice to show that, like all condensed phrases, 
each of these large w'ords signifies more than one thing ; that, 
in certain semises, each phrase embodies a great d/^al of arrant 
nonsense ; that, taken otherwise, each embodies a vital trutli; 
and, finally, that, so far as either means any thing at all, that 
meaning is exactly identical with what is expressed by the 
other. 

408. Over-production,—All producers ?re also consumers. 

’ Mei{^ produce only because they desire to consume. They pro¬ 
duce '?Kily so much as they desire to consume. Any given 
producer may, however, desire to realize his enjoyment either 
now, or at a future time ; either in satisfying his own personal 
wants and appetites, or in satisfying those of friends, children 
^or beneficiaries. 

..The idea of ove^-production, therefore, involves the absurd¬ 
ity of supposing that men will labor to, produce that which 
they have not the desire to consume.) 

' But passing over this initial absurdity, we observe in the 
use of this phrase, a vague notion that the amount of necessaries, 
coihforts, and luxuries, w-lfich a community, at any given 
stage of, its progress, is prepared to consume is a definite 
amount; and that, if the amount produced is somewhat rapidly 
increased, the capacity for consumption will be outrun, and men 
will stand, without g,ppetite, before n mass hf good thing^ for 
whiffh they know no uses and with which they are, for the time, 
ntterfy at a loss to deal. 

The fallacy pf this will sufficiently appear if we ask, not 
who are the then able and willing to make away with .a vastly 
greater body of wealth than they find themselves in possession 
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of, but who are the men who would n(?b he found willing and 
able to A) this ? Is there* any mechanic or laborer, receiving 
wages to the amount of ^300 or ^500 a year, who could not, 
and would.not gladly, spend loao or $l,00Cf? Is there any mer¬ 
chant or professional man or man of leisure, with an income 
of $3,000 or $5,000, or $10,000, who <?ou]d not easily give 
account of an income of $0,000, or $ 10 , 000 , or $20,000 ? It is 
absurd to suppose that the limit of consumption can be reaehed- 
AVhat with houses and horses, clothes, ccjnipage, and travel, 
costly viands and drinks, any civilized community could 
instantly double, quadruple, or decuiple its consumption of 
wealth were, the wealth provided. 

409. TTnder-consumption—In like manner, me phrase, 
under-consumption, involves an initial absurdity, when applied 
in explanation of so-cjlled “ hard times.” Thus, during^ 
period of 1876-9, it was s.aid that the ])ecple of the United 
States were sufferipg from under-consumption ; yet, not for 
a long period, if ever, had consumption followed so quickly 
upon production ; had the food earned been so (juickly oaten ; 
had the margin of saving been .■-c small, as d^iring the years 
referred to. A strange term, truly, to apply to such a condi¬ 
tion : this under-consumption ! 

But passing by this initial absurdity, w'e find that beneath, 
the phrase, under-consumption, lurks the notion that, some¬ 
how or other, wealth when once produced is in dang' r of get¬ 
ting in the way, so that other wealth can not be produced 
until this be first eaten or drunk or burned up, or by some 
means gotten rid of.,' As a matter of fact, there has never 
been any accumuhation of wealth rAi the earth’s surface so gfeat 
as to impede the fdrtber production < «f wealth, and there is not 
likely to be. Were men willing to produce wealth without 
consivning it, they could go on forever. Of course, men will 
not,* in general, pr6duce njore than they desire, sooner or later, 
to consni^e. * 

410. Over-production and under-consumption mean th^ same 
thing;, and that is under-production. This is, of course, a mere 
jangle of words, until the phrases are qualified, as they should 
be. j Over-production, as alleged by those who would explain 
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hard times, is partial over-production, production, that is, 
which has gone oi) in certain lines, generally under speculative 
impjilses, until it has exceeded the nrtfinal, or even, possibly, a 
highly stimulated demand. I'his excess of supply-in certain 
lines leads to the accumnlation of vast stocks of unsalable 
goods,* which involves under-cmmimption, these stocks 

melting slowly away through a period •exten^ling over months, 
it m.ay be, years. Meanw'hile, general under-production is the 
result. The bodies of labor and capital which have been called 
into the over-done branche.! of industry, cannot readily, if at 
all, be transferred to other branches ; they remain where they 
are, half employed, waiting for the renewal of demand. In the 
■dVeary interval, producing little, they have little with which to 
3 )urehase the products of others, who are consequently com- 
pelj^'d to restrict their production pro])oc’tioually, as was shown 
in j)ars. 2.S7-40. ' 

In this w.ay it is we vindicate our ])arado?;; that over-produc¬ 
tion means nothing more or less than under-production, or, 
for tlnit matter, than under-consumption. There is, no over¬ 
production possible, ex(5ej)t a partial over-])roduction,'an over¬ 
production in certain lines, wdiich inevitably ii^j-plxes a low¬ 
ering of the scale of production as a whole : that is, partial 
.over-production involves general under-production. 

It is under-prod,'|ction which makes hard times. Over-pro- 
■duction, general over-production, is impossible, and, were it 
to occur, were the creation of wealth to outrun men’s capacity 
t9 consume, no one would be injured thereby. But under-pro¬ 
duction is an unmistakable evil. It means less wealth pro¬ 
duced, and consequently fewer of the comforts and necessaries 
of life, on the average, to each member of the community. 
To large classes it means hunger, tiold and squalor ; debility, 
sickness and premature death. • 

411. The Destruction of ■\H^eailth —We have already 
adverted to the fact of the extensive destruction of wealth, by 

*Tlie result is tlie same,if tiie distorted production of tlie past has 
taken the‘form, of an excess of macliinery and plant in some lines oi 
in many lines of manufacture, or an excess of the means of trdnsporta 
tion. 
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accident or by natural causes, as affording an explanation, in 
part, oft the comparativeJy slow progress of accumulation, even 
in the states whose landjpower, labor power and capital ppwer 
are greatest. We have now to deal with the same fact, in pur 
theory of consumption. 

Ajuost stubborn belief appears amoifg the non-agricultural 
masses of every c;ommisiity where wages or labor or wealth is 
a topic of familiar discussion, to the effect that the destruction 
of wealth in some way increases production. Laboring people 
generally hold to this ; our servants believe it religiously, and 
justify themselves, secretly or o]»enl_v, for all their breaLage and 
wastage by.the plea that it “makes trade good.”* Even culti¬ 
vated persons are not free from an instinctive feeling that the 
abrupt removal of the existing body of wealth quickens indus¬ 
trial activity and promotes the geneial welfare, though it ,iay 
be at the cost, for the time, of individuals. 

Frederic Basthil^ in one of his capital little essays, has dealt 
with this notion so cleverly that there can be no excuse for 
any writer using his own ])hrascs on this tlnmie. * 

412. The Broken Pane.—“ ILia e you eve* had occasion to 
witness tt^ £ury of the honest burgess, Jacques Boiihomme, 
wjien his scapegrace son has broken a pane of glass ? If you 
have, you can not fail to hare observed that all the b_\ standers,, 
were there thirty of them, lay their headj together to offer 
the unfortunate proprietor this never-failing consolation, that 
there is good in every misfortune, and that such accidents 
give a fillip to trade. Every body must live. If no windows 
were broken, what would become of the glaciers ? Now, this 
formula of condolence contains a*theory which it is proper to 
lay hold of in this very simple casi. because it is exactly the 
same theory which unfortunately governs the greater part of 
our economic institutions. 

^Assuming that it becionjes necessary to expend six franca 
in repairing the damage, if you mean to say (Jiat the accident 
brings in six francs to the glazier, and to that extent’encourages 
ijis-trade, I grant it fairly and frankly, and. admit, that you 
reason justly. 

“ Tlie glazier arrives, does his work, pockets his money, rubs 
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liis hands, and blesses \he scapegrace son. That is what we. 
see. . „ 

“ But if, by way of deduction, yo\^ come to conclude, as is 
to<^ often done, that'it is a good thing to break windpws—that 
it makes money circulate—and that encouragement to trade 
in general is the result, I am obliged to cry, halt! Your 
theory stops at what we see, and takesj no account of what we 
don't see. 

“ We don't see that since our burgess has been obliged to 
spend his six francs on one thing, he can no longer spend 
them on another. 

“ We don'hsee that if he had not this pane to ^replace, ho 
wt)uld have replaced, for example, his shoes, which are down 
at the heels; or have placed a new book on his shelf. In 
shoft, he would have employed his si;s francs in a way in 
which he can not now employ them. Let tus see, then, how the 
.account stands with trade in general. The ;[)ane being broken, 
the glazier’s trade is benefited to the extent of six francs. 
That is^ehat we see. 

“ If the pane }jad not been broken, the shoemaker’s or some 
other trade would have been encouraged to the extent of six 
francs. That is what we don’t see. And' if we take into 
.account what we don’t see, w'hich is a negative fact, as well 
as what we do see, which is a positive fact, we shall discover 
that trade in general, or the aggregate ^f national industry, 
has no interest, one way or othdr, whether windows are broken 
or not. 

“ Let us see, again, how the account stands with Jacques 
Bofihomme. On the last hypothesis, that of the pane being 
broken, h? spends six francs, and gets neither more nor less i 
than he had before, namely, the nse and enjoyment of a pane j 
of glass. On the other hypothesis, namely, that the accident! 
had not happened, he would have* expended six francs* on 1 
shoeS, and would have had the enjoyment both of J;he shoes) 
and oJ the pane of glass. / 

^“ Now.as the .good burgess, Jacques Bonhomme, constitutes 
a'fraction of Society at large, we are forced to conclude that 
society, taken in the aggregate, and after all accounts of labor 
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and enjoyment have’beon squared, ha? lost the value of the 
pane w]>ich has been brdkeu.”) 

413. Destruction sometimes t,heBemoTal of Obstruction. 
—It is, of course, possible to vonceive a situation where Jhe 
destruction of wealth may have the direct effect to secure a 
larger production of wealth. Thus,(.a ftian may occupy a cer¬ 
tain water privilege wjth an antiquated mill, which he can 
not make up his mind to tear down.' To destroy the mill 
seems to him like waste, orj even if he appreciates the fact 
that the erection of a new and more commodious structure, 
with modern appliances, would be true economy, he can not 
bring himself to incur the initial expense just at tliis time ; he 
procrastinates in the matter, and so perhaps goes on, year aftbr 
• year, cramped in his operations, perhaps unable even to under¬ 
take production in ceftain lines, for whi<!h there is an ad^a..- 
tageous opening. Now, in such a case, it might hat)pen that the 
burning down of ^he old mill would lead to the immediate 
erection of a new one which would pay for itself in a short 
time^ and the net result, thereafter, be the substitution of a 
powerful *and efficient agent of production ^or one that was 
inadequate and outworn. 

Undot *tedly, too, the destruction by fire of the old and 
crooked parts of certain cities, filled with rookeries and tumble- 
down houses, almost impassable to traffic and repulsive of aspect, 
has led to an actual increase of wealth within a sl.ort time 
thereafter. The quarter desiroj'ed may have been long a 
nuisance and an obstruction to the growth of the city and the 
development of its trade ; but the inertia pfi<^pi>operty owners, 
their blindness to their large, thtfir permanent interests, their 
reluctance to make great capital c-' penditures, and.especially 
the fact that it was of no vise for a single property owner to 
try tp improve the quarter by tearing down his rookeries, so 
long as the general charjicter of the neighborhood remained 
what it li^d been, these causes might have long withstood the 
needed improvements. The fire comes, resolves all doubts, 
burns up the accumulated foulness of generations, leaves the 
ground open to building, and, six months or a year thereafter, 
a new and elegant quarter has arisen from the ashes, iiot all, 
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not by any means the larger part, of this'represents the pro¬ 
duction of wealth in the interval. If he greater shar^ repre¬ 
sents^ the transplanting of weplth pre\1(ously existing. Yet, in 
adcytion, there may,’as we said,‘conceivably have bepn a large 
creation of values due to the improvement of commercial sites 
and commercial avenu^fe heretofore neglected. 

Such instances of the destruction of wealth leading to a 
larger production are comparatively rare. In the vast major¬ 
ity of cases, that destruction, howiver rejoiced over by shallow 
jiersons who are intiuencod only by “ what they see,” or by 
selfish persons wdio secure an immediate individual advantage 
from the loss«of others, is a public misfortune. 

(^414. Government Expenditure—On the j)art of many, 
perhaps most, persons wdio favor large government expendi- 
tur(^, the actuating motive is found iu, the oj)inion we have 
already dealt with, that wasteful and even destiuietive eonsumj)- 
tion “ makes trade good,” “ encourages industry,” “ raises 
wages,” ete. To this shallow' notion w'e need i)ay no further 
attentiem. Something whi<!li is at least less obviously false is 
intended in the proposition laid down by more than one econo¬ 
mist of rejmtation, that government expenditures, within mod¬ 
erate limits, are industrially beTicficial. 

, This view may be stated in the language of Mr. McCulloch, 
jpne of the most capful of the English economists of the last 
generation :— , 

“ A motjerate increase of taxation has the same effect on the 
habits and industry of a mation that an increase of his family 
or of his nece.3*vi'y and unavoidable expenses has upon a 
private individual. . . . *. 

“ But w'je must be on our guard against an abuse of this doc¬ 
trine. To render an increase of tiweation productive of greater 
exertions, economy and invention, it should be slowly, and 
gradu.ally brought about, and it shouljl nevei*be carried to (^ich 
ahei|fhtasto incapacitate individuals from making th^sacrifices 
it imposes d>y such an increase of industry and economy as it 
may be ip their, power to make, without requiring any very 
violent ehangh in their habits. The increase of taxation must 
not be such as to make it impracticable to overcome its influ- 
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enoe, or to induce the beli^ef that it is impracticable. DiflSculties 
that ara seen to be surmountable sharpen t^e inventive power 
and'are readily grappled'^with ; but an apparently insuimqxint- 
able difficulty, or such an excessive weight of taxation as it 
was deemed impossible to meet, would not stimulate, but des¬ 
troy exertion. Instead of producing new efforts of ingenuity 
and economy, it xyould prodiuic only despair. Whciuivcrtaxa- 
tion becomes so heavy* that the jxroduee it takes from indix iduals 
can no longer be replaced byfresh efforts, they unifoimly cease 
to be made ; the population becomes disjxirited, industry is 
paralyzed and the country rapidly declines.” 

And to the same effect .lereniy Ilenthara wril-^ : “l?y rais¬ 
ing money as other money is raised, by taxes (the amount bf 
which is taken by individuals out of their expenditure on the 
score of mamteuance),.government has it in its power to a.eei- 
erate to an tiiiexampl-ed degree the .augmentatior of the mass 
of real wealth.” • 

416. Such is the claim in behalf of government exj>endi- 
ture. What is to be said of it? Let us ])roe.eed by way of 
an example. Let us take a large jiopulation ujua^ad over a vast 
extent of,iiountry, like India, which possesses almost illimita- 
bie facilities for the iinjirovement of the soil through iiriga- 
tion, and whose broad spaces di'inand numerous and extensive, 
lines of artificial communication, by canaljir railway. Let it 
be sujiposed that the people occupying this country are what the 
people of India now are, in numbers, in character, in habits of 
living and of working. Alike under the influence of S'*'UA,1 
passion and of religions superstiti(>n,f they^eWftinually tendto 
increase up to the limits of subsistence, even to the verge of 

* I can not forbear to quote UK; words of Bacon; “ The blessing of 
Judah and issaebar will never meet: tliat the same people should be 
botl the lion’s whe^ and tlip ass between burdens ; neither will it be 
that a peonje overlaid writh taxes* should ever become valiant and •mar¬ 
tial.” • • 

# 

t The early marriages of India are attributed to the religious beliefs of 
the people, as they hold tliat the welfare of the soul after deafli depends 
greatly On the performance of the burial rites by male offsprini; of the 
deceased. 
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famine ; not only accufciulating no capital, but laying by no 
store for future wants; having neither the genius foi; organi¬ 
zation nor the capacity of self-denial which would be required 
to mitiate the sinij)Iest local iitiprovements. , 

Now, we may imagine such a population ruled by a benevo¬ 
lent, disinterested desf ot of the highest order of intelligence, 
a Napoleon devoted to the arts of pea,ce. We may imagine 
this ruler, by a_ system of taxation that shall be as just 
between individuals and as judicious in its seasons and 
methods as human wisdom can make it, first, drawing from 
the crops of good years a store against the occurrence of bad 
harvests; then, by a gradually increasing stringency of 
ejiaction, adding to the cost of living in such a way as to dis¬ 
courage the growth of population, while apj)lying the proceeds, 
to great public improvements which eqable the food supply 
of the emitire to be readily equalized iiis the event of local 
scarcity; which guard the croj)S against thq effects of periodi¬ 
cal drought; which afford rapid and cheap passage to the 
products of inland districts. 

And as the productive power of the countiy increased under 
such an administration, we can imagine the high-minded ruler, 
intent on his benevolent purpose, still drawing away from the 
people, by taxation, all the surplus above the necessary cost of 
subsistence for the present ])opulation, which might otherwise 
be applied to tlie increase of j)opulation, and, with the means 
thus acquired, providing capita! in its various fonns for the 
use of the frugal and the temperate, perfecting communica¬ 
tions, protectin^tthe Jiealth and lives of his subjects by sani¬ 
tary arrangements, and, at 'last, undertaking the elementary 
education^of the whole body of the people. 

All this, it is clear, an absolute yuler of the character indi¬ 
cated might do for his people ;* and not a little of this piany 

_Ji_ I, _ 

, r 

* This is, in fact, involved in the theory of Uie British administration 
of India. Tlie reasons are well stated in the following paragraph from 
the T^nrn of 1879 ; 

“In England ttic remission of taxation is urged with great force, 
because it is said that taxes remitted will fructify in the pockets of the 
people. No result of this kind can be expected in India. If the condl 
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a benevolent and able ruler has dorfe for his people. The 
“ foreeci frugality,” to utSe Bentham’s phrase, which his/taxes 
have imposed, has at onde repressed population and stimulated 
industry among the existing’ body of laborers. Ilis v^ise 
expenditures upon public works and in public education has 
sown the seed from which has sprung fhany a golden harvest. 

416. But while we gee, thus, what an ideal monarch might 
do for a people indolent, un.amhitious, sensual, by aj/pl^ung a 
Dortion of the wealth they created to ends more useful, ele¬ 
vating and satisfying than their individual tastes and appetites 
would have selected, we arc forged also to remember how 
large a part of the we,alth raised by taxation har^ in all ages, 
been spent in war, pomji .and folly ; how strong is the temjrt- 
ation to extravagance and even to corruption in government 
expenditure ; how much of what the people pay the trea‘;.iiy 
does not receive ; Ik w much of what the treasuiy disburses 
does not reach its intended object. These coiisi lerations are 
strong enough to justify, in a large degree if not wholly, that 
unwillingness to intrust to government the consumptieJi of the 
wealth of'the community, much beyond wlna^ is necess<ary to 
secure domestic tranquillity and the administration of justice 
between m.an and man, wvhich is so peculiarly Araeric.an. 

Yet it is possible that this feeling may be carried too far., 
When one contrasts the highways, the bridges, the streets, 
the harbors, the breakwaters, the lighthouses, and other aids 
to transportation and eoranierOe, which government provides, 
with the best that could reasonably be looked for from indi¬ 
vidual or associated effort, without the power ; vvhen 

one contrasts onr system of public ednc.ation with the best 

tions of living are made easier there, as tltoy would be by a femission of 
taxes, the consequences would ndt lie an improvement in the well-being of 
the people, but an increase of their numbers. Our duty, therefore, as 
gui#dians and governors of the people, charged with the responsibility 
of keepin^alive in times of rammc a vast population with no restrved 
resourctffl of its own, is to save for tiioae who do not save foy thcnlsclves, 
to keep a margin of income ov(‘r expenditure so that we may have in 
hand a fund upon which to draw in the recurrent periods of distress. 
This is a-leading principle in Indian finance. Whoever forgets this neg¬ 
lects the primary duty of an Indian administrator.” 
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that voluntary contribstions or private munificence ever sup* 
plied; when one contrasts the sanitaiy arrangements for sup¬ 
plying pure air and pure w^ter to out; crowded cities with, the 
condition of things -which exists where these matters are left 
to unofficial action; he will find occasion to qualify in no 
small degree his assent to the proposition that,. ■ under a well; 
ordered constitution, government is only a policeman, to keep 
people from breaking each other’s heads Or picking each 
other’s pockets.'; . 



PAKT VI. —SOME APPLICATIONS OF 
ECONOMIC PRINCIPLES. 


It has seemed best to reserve to this portion pf our work 
the discussion of some topics which involve the ppUcation ^f 
economic principles to questions of law or governmental jiol- 
icy, into which considerations of })olitieal equity or politic 
expediency will intrude themselves so that they can hardly be 
shut out; and also to place hero some matter® ,f economic 
detail which might have unduly internipted the course of onr 
argument, had they been dealt with at the points witlj which 
they are Ibgically connected. 

Throughout this part, therefore, 1 may be found to adduce 
considerations not strictly economic, with a freedom I have 
no't allowed myself heretofore. 

The topics to be treated under this title are : 

1. Usury Laws. 

2. Industrial Co-operation. - 

3. Political Money. 

4. Pauperism. 

5. The Doctrine of the Wagc*Fund. 

6. The Multiple or Tabular Standard. 

/I. Trade Unions and Strikes. 

^8^ The Knights of Labor. ’ 

4). Attacks on the Doctrine of Rent. 

do. Nationalization of the Land-' 

W 

/11. The Banking Functions. 

12. The National Banking System^if the United States. 

•13. Foreign Exchanges. ' ‘ ' 

14. Bi-Metallism, t 
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yl5. The Revenue of the State. ■-'" 

/lO. Taxation. 

^Vlt “ Protection ’’ vs. Frehiom of Production. 5t St 
18. Socialism. 


I. 

CSUEY LAWS. 

471. The Prejudice against Taking Interest.—^It has 
already been said (par. 36) that it is not the province of the 
economist to iustify the existing order of things, or to estab¬ 
lish the morality or the political equity of laws or institu¬ 
tions' affecting property ; yet we shall get so good a side-light 
upon the economic principles governing the loan of capital, 
in briefly considering the objections that have been raised 
against interest, or the taking of usury, as it is invidiously 
called, that it may be worth our while to step out of the 
direct path for a moment, at this j)oint. 

For many centuries, and even within a comparatively recent 
period, the Christian Church proscribed the taking of interest 
as a morjil offense, and the laws of nearly all civili.,ed coun¬ 
tries made it a crime, while the voice of publicists and of ethical 
writers, alike, was raised against it as a wicked and pernicious 
practice. 'Whence came this general consent in denouncing 
that which is to-day accepted as right in morals and as prac¬ 
tically beneficial, by all except a few fanatics ? 

The origin of the prejudice against usurj'- is commonly 
attributed to a miSiTaken aj)p”ehension of a provision of the 
Mosaical Code forbidding the receipt of interest from any 
member of the chosen race, and to a passage in the works of 
Aristotle, those works which once had so profound and perva¬ 
sive an influence in forming the political philosophy of 
Europe, to the effect that as monsy does not produce money 
nothing more than the return of the principal sum lent can 
equitably be claimed by the lender. 

418. Dues Money Produce Money P—Of the theological 
argument it is not necessary to say much here. The inhibition 
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of usury, as between one Hebrew and lanother, was doubtless 
a feature in the general policy adopted for keeping the peculiar 
people apart from their ^jrofane neighbors? and intensifying 
their community of feeling. The dictum-of Aristotle, cliiim’ 
ing no divine authority but professing to found itself on rea¬ 
son, remained unchallenged for ages amid all the political spec¬ 
ulations of Europe. Mr. McCulloch attributes to John Calvin 
the high honor of having first detected the fallacy of this 
argument against usury, discyning that, while money does not 
produce money, that which may be purchased with money does 
produce after its kind, and that herein is a perfect justification 
for the payment of interest. ^ 

Money, does, indeed, not prodime money, but capital jtrp- 
duce, capital. If a man borrows money he may with it buy grain 
which, when sown, will bring forth “ some thirty, some si>:*Y 
and some an hundred fold.” llemay purchase cattle, of wiiich 
a small herd will in a few years become a might; one. If he 
employs it in trade dr in manufactures, his production may be so 
largely increased thereby that he may pay a liberal ^reward 
to the lender, and yet be better off than if he had not 
borrowed. 

407. The Movement Toward Reform.—England led the 
movement toward a more enlightened policy. By an act of 
1546 * lenders were allowed to receive interest, though at a 
rate not to exceed ten per cent. During a brief reaction under 
Edward VI. this law Avas rep( aled, but a statute of Elizabeth 
restored the right to take interest. Subsequent statutes re¬ 
duced the rate of legal interest successivdyJl^, 6 and ^ per 


* 37, Henry VIII. Though thus legalized, public sentiment and par¬ 
ticularly the opinions of the clergy remained in a high degree hostile to 
usuy. “ I do wish,” said Dr. Wiison, in his Discourse upon Usury, pub¬ 
lished more than twenty years af'er tlie act of Henry VIII., “ some penal 
law of death to bemade against usurers, as well as qgainst thieves and 
murderers, for that they deserve death much more than such men do ; 
for these usurers destroy and devour up, not only whole families, but 
also whole countries, and bring all folks to beggary that .have In do with 
them.” 
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cent. (Queen Anne), a< which last point'it remained till the 
present reign, when all restrictions on loans were ab 9 lished. 

Among the Stales of tlic Americkn Union, Massachusetta 
has made contracts'of loans as free as those of purchase and 
sale. 

Interest is now alloiv cd to he paid on loans in all civilized 
countries, the prohibition of usury havjng fallen utterly out of 
the Bymj)athies of this age. Money-lending,' or the taking of 
interest when payment for goods or lands is forborne, has 
passed beyond all stigma; and the profession of the banker, 
who organizes and conducts the borrowing and the lending .of 
whole communities, is among the most honorable known to 
nodem society. Yet there still survives an opinion, very 
widely spread, that the taking of interest should be under the 
regulation of the State, to prevent the ajbuses which are appre¬ 
hended from the power of the money-lender over the needy 
.and necessitous borrower : that, to use Bacon’s phrase, “ the 
tooth of usury be grinded, that it bite not too much.” 

This opinion finds expression in the statutes of nearly all na¬ 
tions and of alinpst every State of the American Union, and 
even the general banking law of the United States provides 
that the associations (National Banks) to be organized there- 
^ under may receive interest at the rate allowed by the laws of 
the State, Territory or District where they are located, and no 
more, andihat, where no local rate is fixed by law, the rate of 
interest shall not exceed seven per cent., to be, however, taken 
in advance (discounted). 

420. Laws Ec.^juJeting Interest.—All civilized nations hav. 
ing legalized the taking of interest on loans, the term, usurj 
JawSj^ as applied to existing legislation, has reference, not to 
the prohibition of interest but ,to its regulation, generally 
through the means of a prescribed maximum rate which it is 
made unlawful to exceed. As has been stated, such laws Jtill 
startd on the statute books of highly civilized states. What shall 
be sard of them ? As a substitute for the laws that forbade 
the taking of interest they must be regarded as in the nature 
of enlightened legislation, and I am not sure that, even when 
considered without comparison with pre-existing legislation. 
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these laws were, in an earlier time, M'ho% without justification. 
They wt^re enacted in thednterest of the would-be borrower, 
who was regarded as unaMe to sustain, witl’out grave injury, 
which might also work injury t6 the comnAinity, the com])eti- 
tion to whi(!h he was subjected in his efforts to secure the loan 
of capital. And in the ages in which tlftse laws were enacted, 
this assumption was not, without reason. 

421. Usury Laws in Early Ages.—llorrowers were, then, 
generally persons embarrassed or distressed, whetherby their 
own fault or by misfortune. Trade and manufactures were 
not, as so-largely lunv, carried on by means of borrowed caj)i- 
tal. The man who asked a loan M as presumably in circum- 
stamies which ])ut him very mmdi at the mercy -f the mom^f 
lender, just as a man in times of fatnine is at the mercy of the 
dealer in food, M’ho may m.ake unreasonable, extortionate .T'd 
cruel terms. , 

And the money Render in those days M'as not, 'n general, a 
nice sort of ])erson. The recent outbreaks in Rouuielia, Rou- 
mania and Russia testify to the natural feelings of a .-iimplc- 
minded, ignorant, p.assive, and more or less stpjtidpeojde, M’ho 
see houses and lands and cattle and goods and even standing 
crops pass M’ith fatal certainty out of the hands of the many 
into the hands of a class in M’hom the faculty of acquisition is , 
developed to such a degree as to make them,-in eomparison 
M'ith a peasantry like that of the Slavonic States,fas wolves 
among sheep. -s 

We allow all men to walk our streets indifferently, becausq 
men are so constituted physicall}' as to l^gsi^VtntiallyL.pial, 
so far as contae^t is concerned. *We brush each other and 
sometimes run full against each other, and yet give and take 
no harm. But sujepose one-^ialf the peojile of our cit ies were 
-as fjy.o-ile and brittle as glass, M’hile the other half, divided on 
the€ine of sex, or-totherwise, were as heavy and as hard as 
iron, woujd not the law require the latter to go by separate 
streets, and protect the weaker part of the commupity from a 
contact that would be fatal ? 

I- am not at all sure thiit economic reasons H'onld not justify 
the legislature in interfering to save by any practicable means 
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one class in the commiAiity from the effects of such one-sided 
competition as existed between bovBower and lender in the 
ages referred to ; nor am Insure that^the kind of Jaws referred 
to were wholly w’ithoiit tlie' beneficent effects they were 
intended to have. 

422. Evasion of U&ury Laws.—Even in the ages when the 
taking of interest, in any form, was strictly jirohibited under 
the most cruel penalties, usuiy laws were very frequentlj’’ 
evaded, through a great variety oi artifices and contrivances. 
In modern times, the laws prescribing a maximum rate of 
interest, generally under penalties of moderate severity, are, 
it may be said as a rule, violated or evaded, whenever the use 
of capital* becomes more valuable" than the consideration 
allowed by law to be paid, be that five per cent., or six, or 
seven, or more. 

■Ae most important means of evading the usury laws are 
the following: 

First. Fictitious Deposits in Bank .—Every successful mer¬ 
chant and manufacturer will, of course, keep a considerable 
deposit to his c;redit in the bank or banks with''which he 
habitually deals. lie will do this to protect himself against 
the failure of remittances from his own correspondents, to 
^enable him to meet unanticipated demands, perhaps to take 
advantage of exceptionally good bargains suddenly offering. 

. "What •w(| have now in mind is the keeping of deposits in 
bank, in excess of what the merchant or manufacturer w'ould 
naturally maintain for his own purposes, as an inducement to 
the bank to .'''-m cai)ital in emergencies.f Thus, w'e 

* The render is refernal to par. 286 for the demonstration that interest 
is paid for the use of capital, not alway*!, not generally, not often, for the 
use of money, as such. In the present article, however, in writjng of 
usury laws and the means of evading them, I .sliallipse the phrases og the 
so-cajled Money Market, more properly tM; market for the loan of capi¬ 
tal ; aijd shall speak of money being scarce, money being wdrth such a 
per cent., etc"., meaning always thereby, capital. , 

t Samual Jones^Lloyd, afterwards Lord Overstone, in his testimony 
before the British Commons Committee of 1841, said: “ The compensa¬ 
tion to the banker for his loss in advancing money upen discount, at 8 
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might suppose that a certain merchaift or manufacturer finds 
it for hjs interest to kecm- “ a line of deposits,” in a certain 
bank, averaging twenty thousand dollars. This he might 
deem sufficient for all his owrif purposes. * In order, however,, 
to make sure that the bank will discount his notes wiiem 
“ money is scarce,” he may think it v^rth while to maintain 
an average deposit of .fifty thous.and dollars. He gives the 
bank the use, all the time, of thirty thousiind dollars, with the 
implied understanding that ithe bank, on its part, will loam 
him all it possibly can, in periods of financial difficulty. Thisi 
course is pursued to a veiy greiit extent. It is natural that 
wealthy merchants and manufacturers should in* this way pro¬ 
tect themselves against emergencies ; but this only makets it 
all the harder for those, who can not afford to keep large 
deposits in ordinary ♦imes to borrow wlrnt they may absobucly 
require in periods ot pressure or distress. 

Second. Commissions. —Supjiose the law prescribe tliat 
interest shall not be taken .above six per cent, per annum. A 
merchant has occasion to borrow ten thousand dollars for two 
months. * On this the maximum h gal interest would be one 
hundred dollar?. 15ut the demand for capital, at the time, is 
so great, or the supply of it so small, owing to the prevalence 
of speculation or to the existence of commercial distrust, that, 
no one is willing to lend ten thousand dollars, two months, for 
so little as one hupdred dollars. Our hierchan# goes to a 
broker and says : “ I wish to borrow so-and-so, and I will 
give you one per cent, for negotiating the loan.” Now, one 
per cent, commission on ten thousand dellayi- is one hundred 
dollars : so that the would-be *borrowpr really promised to 
pay at the rate of twelve per cent. ])cr annum. Singe he is in 
this frame of mind, therc^ is no longer any difficulty about 
getting the loan. The probabilities are that the broker 
dii^des his comrafesion with the lender. 

Third.* Fktitiom or “ Dry ” Exchange.*—^ Let us suppose 

♦ rate below its real value, would Ire found in the value of* the accounts 
kept with him by the parties to whom such ‘advances were miyip. ” 

*In his standard work on usury, Plowden states that ‘'Dry Exchange 
was sometimes carried, in his day, to a very great extent. The borrower 
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the would-he borrower^ in the case referred to, goes to his bank 
and offers his note for ten tliousand ^dollars, payable ,in sixty 
days. The cashier says, “ Aye. can not discount this note * but 
if you will make it'j)ayable in'New York, we will try to put 
it through for you.” This is done. At maturity, the note is 
paid in New York.'' The bank charges one-half per cent. 

exchange,” theoretically forbringing.thc money home, though 
it may be that the b.ank would at the time rather have its 
money in New York than in Bos^,on. Now, one-half per cent, 
exchange on ten thousand dollars is fifty dollars, which is 
three j)er cent, on a loan of that amount for two months. This 
added to tlnr- six per cent, interest which the bank is author- 
iaed to charge, makes nine per cent, received by the bank in 
this transaction. 

Both the first and the third of these modes of evading usury 
laws are com])lctely within the law. A man has a right to 
keep as large deposits as he pleases in his bank ; the bank has 
a right to charge whatever rate of exchange may bo mutually 
agreed upon for bringing money from a foreign country or a 
distant city. lA'viding the commission between the broker 
and the lender is unlawful ; but it can be so easily aijd secretly 
done as to be practicixlly beyond any d.anger of incurripg 
.penalties. 

Fourth. Loans for Unnecessarily Long Periods .—To illus¬ 
trate this mode of defeating the intention, of usury laws, let us 
return to the case of the merclfant, who, in time of commer* 
oial trouble, has occasion to borrow ten thousand dollars for 
two months. 8«v*f^ --s his note for that amount, on that time, 
to d bill broker, who .replies : “ I can not get this discounted 
for you ; but, if you will make out your note for a year* I 


“ draws ” on an imaginary person in a foreign country. After the*, "pir- 
ation of the time the bill is to run, comes a “ prote^. ” from tliat corfntry 
for the non-payment of the bill, with the rftexchange of tlie mgney thence 
to the place where'the money was drawn, tlie paper having, in fact, never 
been out of the country. “ The borrower,” says this writer, “ being thus' 
charged with exchange, re-exchange, protest and incidental expense, pays 
in all, some twenty or thirty per cent.” 

*A witness before the Commons Committee of 1841. testified that he once 
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will get you the mdney, at the legal* rate.” This is done. 
The lender sacrifices his chance of getting his eiglit or ten 
per <cent, through some roundabout inefiiod, during two 
montliB, for the sake of placing his capitd, at the maximum 
legal rate, for an entire year. He believes that the stringency 
in the market, which now makes “ moiwy ” really worth eight 
or ten per cent, will soo,n be over. In that case, interest will 
probably fall below the legal rate ; perhajts during a greater 
part of the year capital nniy be “a drug,” at three or four per 
cent. The lender may thus be better off in making the bor¬ 
rower pay six per cent, for twelve months, than if he had taken 
from him eight or ten per cent, for two nionth% to have his 
capital thrown back on his hands at the expiration of that tin^. 

423. Economic Effects of Laws Prescribing a Maximum 
Bate of Interest.—Such are the most imjiortant of the mens 
resorted to for evading the laws establishing a niaximuurt-ate 
of interest. It must not be thought that, becan e usury laws 
may thus be evade?!, they have, therefore, no economic effect. 
On the contrary, they ex(‘rt a very (ionsiderable influence. 

(ffl.) Tlfese underhand or roundabout modes of doing busi¬ 
ness must cost somebody sometliing. 

Now, tfie person on whom this charge is likely to rest is ho 
who, in the time and ])lace, occupies the j)osition of relative 
economic disadvantage. This, it is needless to s.ay, is, in 
times of financial trouble, the borrower, who must have the 
money or submit to great loss,, perhaps to ruin. 

(b.) More important, still, among the effects of usury laws^ 
is the destruction of an open market :^r t|)e loan of c.‘'; ital, 
and the preventing of a quotablewate of iilterest. When (the 
actual rate goes above the legal rate, aJid borrowers and 
lenders are driven to roundabout and underhand methods of 
maHng up the difference, nobody knows “what money is 
wotith.” The borrower, under a terrible necessity to secure 

-H-*- 

negotiated In a period of stringency a loan of £100,080 to a metcantile 
house, for the term of seven years, although tl>e borrowers'only wanted 
the use of the capital for a few months, and tvould have been glad to take 
it for that time, at a high rate of interest, had this been permitted by the 
law. 
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a loan, lest his notes*should “go,to protest,” and he be 
financially dishonored and perhapij ruined, is practically 
blinijfolded, at the moment'qf his greatest weakness and need. 
The more anxious he-is, the'more completely is, he at the 
mercy of the lenders, who, in such a case, have a common 
interest in creating t'he impression that “money” is very 
scarce and fast growing scarcer. Everj'^ borrower who becomes 
frightened spreads fear on every side around him, until per¬ 
chance a panic prevails, and borrowers submit to every degree 
of extortion. 

(c.) Even more important than the loss to the borrowing 
class through the most exorbitant rates of intercs};, is the sac¬ 
rifice of stocks of goods, securities, bonds, etc., to which many 
merchants are driven, in times of commercial distress, through 
the,difficulties and delays interjiosed by the laws regulating 
the loan of capital.* Many a man is such a case, cither 
because he has not the time to negoti.ate a,.loan by artifice, or 
because his credit is not of the best, or because he is driven to 
desperartion, will sell goods consciously at a great disadvan¬ 
tage. Oftentimes, such a man has to submit to a sacrifice of 
five, ten, or fifteen per cent, of the value which the, goods had 
a week before, and which they perhaps will have a mopth 
< later. Now, to sacrifice only five per cent, on a body of 
goods, in order to ^et through one month of financial strin¬ 
gency, is equivalent to borrowing capital for that length of 
time, at the rate of sixty per cent., per annum ! How much 
more would it have been for this man’s advantage, had the 
law permitted hitp.t.; go into an open market for the loan of 
capital, and there pay whatever its use was, at the time, 
worth, were that nine, or twelve, orfifteen, or eighteen per 
cent.! f- 

424. Usury Laws in Communities Mainly Non-Coicmer- 
cial.—We have spoken of the relations of the borrower tftthe 

* It'ls to t})is Lord Bacon alludes when he says, “Were it not for this 
easy borrowing upon intere/it, men’s necessities wovild draw upon them a 
most sudden undoing, in that they would he forced to sell their means 
(be it lands or goods) far underfoot; and so whereas umry doth, hut gnaw 
upon them, had markets would swallow them quite up.” 
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lender of capital, in d primitive condition of industrial societv, 
before business has come to be carried on by loans of capital, 
andjwhile borrowers are^ generally distredhed persons. We 
have, also^ referred to the relations of thtf borrower an^ the 
lender, in communities having a high commercial and finan¬ 
cial organization. Intermediate between these two conditions 
is a state of society, sughas characterizes extensive regions of 
the United States, to-day, where agriculture is pros])erons, 
where industry has made soipe progress, yet where the com¬ 
munity still remains mainly non-commercial. This state of 
society is commonly left out of account by writers who opj)ose 
usury laws. I do not, however, deem it candidj^o omit com¬ 
munities of this character altogether from conhideration, or^o 
assume that conclusions which we may have drawn from the 
study of a highly advanced commercial society will applv to 
these, without qualification. * 

On the whole, J do not think th.at the qi cstion of the 
effect of usury laws in a mainly agricultural community, in 
modern times, is quite so simple as most writers have, treated 
it as being.* On the one hand, I lu^ve nq doubt that the 
fixing of a legal rate of interest has a certain effect upon the 
disposition of owners of capital in lending that ea])ital. Wo 
have seen (par. 147) that the moral and intellectual elements^ 
of supply and deinand are vc ry potential in exchange. I have 
no doubt whatever, that the current rate of interest, in a 
country where a rate is fixed- by law, sometimes affords an 
example of the operation of this force. , 

Again, I have no doubt that the jufluynce of pc .alties 
threatened for exceeding a certairf rate onnterest, in a commun¬ 
ity chiefly non-commercial and of simple industrial organiza¬ 
tion and where the elemenj of pcrsoTial acquaintance largely 
en^fs into all relations of man with man, is distinctly felt in 
inducing some persons to accept the legal rate, if that be 

-_l_!-•- 

*“It is in vain,” says John Locke, “to go about effectually to 
reduce the price of interest by a law; and you may as rtitionally hope 
to set a fixed rate upon the hire of houses, dr ships, a« of raopey.” And 
elsewhere this eminent philosopher calls a law to regulate the rate of 
interest “ a law to hedge-in the cuckoo.” 
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fixed tolerably near tke ordinary markfct rate, so that the 
temptation to evade the law is not'overwhelming. On the 
other hand, it is eqhally cle 5 ,r that sudh provisions of law piay 
be evaded by the vavious means recited, and probably will be 
evaded w'henever the inducement offered is very great; and 
that, so far as borrower are driven to shifts to disguise excess 
of usury, they are likely to find themselves worse off than 
they would be in an open market. 

Just where the balance woul4be, in such a community as 
has been described, so far as the interests of the ordinary 
agricultural borrower, or small country trader or mechanic, are 
concerned, I ^.oiifess I do not feel confident; and I doubt if 
ai\y man knows enough to say rightly even to which side the 
balance might incline in a community composed of men 
of different race, or of different traditions and social habits, 
from*' those whom he has been accustomed personally to 
observe. 

426. Usury Laws in Highly Commercial Communities., 
—But in any modern commercial community of large and 
varied and corned icated industrial concerns, the case is a 
simple one. 

In an advanced state of industrial society; where borrow¬ 
ing is no longer the resort of the embarrassed and distressed, 
alone, or mainly, but, on the contrary, the most flourishing 
trade and manufactures are carried on chiefly by means of 
borrowed capital; where, in the usual course of prosperous 
business, notes are made and are paid by the thousands, every 
day, usury laws become purely mischievous. 

First, because Ihe vastly* greater interests of trade and 
industry would properly outweigh, were society called to 
ehoose between them, the interests of distressed and embar- 
rassed individuals; and. 

Secondly, because such persons will, in f^t, benefit by the 
greater plentifulness of capital, thd greater ease of borrowing, 
and the eonsequdntly lower rate of interest, which, in general, 
result from freedom regarding contracts for loan. The 
business dlasses, active, alert, aggressive in competition, make 
rates of interest by which the less fortunate profit. 



WHAT Is CO-OPERATION• 


341 


II. 

INDUSTRIAL CO-OPEKATION. 

427. The Objects of Co-operation.—lii Part FV. we have 
shown the place in the,scheme of distribution that is to be 
occupied by what*is termed co-o})eration, should that project 
be, in any ai)preciable deg;-ce, realized. We said that the 
object of co-operation, in the technical sense in which that 
word has been used by econoniic writers, and even popularly 
used, since the Revolution of 1848, is to got rid erf the “ entre¬ 
preneur,” or employer, as an industrial agent. 

It is evident that if the parties to production, other than the 
landlord, are to be th'is reduced to two, that function nu) '. be 
performed either by tjie capitalist class or by the laboring tlass. 
The capitalists maj, as such, become oinployeis jf labor : that 
is, each capitalist may become an emj)loyer because he is a c.ij)i- 
talist, and in the degree in which he possesses capital. W hereas, 
now, only*a small fraction of the owners of, capital .are also 
em))loyers of labor. In this case, interest and profits would 
be united. In the other case, the laborers may become self- 
employed, taking all the responsibilities of production, borrow-, 
ing capital according to their occasions for its j)roductive use, 
and paying a remuneration therefor on the principles here¬ 
tofore determined. In this catfc, wages and profits would be 
united. . 

Tlie latter is the change in industrial (Organization wi.ich is 
in contemplation when co-operatibn is prged. It is in the 
interest of the laboring classes, net of the owners pf capital, 
that the employer is to be ejitruded from the industrial system 
andJjis profits brought to re-enforce wages. The whole signifi¬ 
cance of co-operation, as a scheme of industrial reform, lies in 
this: that^he laboring clasps expect to divide among themsflves 
the large amount of wealth which they now see .going, day 
by day, into the possession of their employejs, as profits. 

427. Uistaken Conception of the Economists.—But^ 
although the laboring classes fully understand this, and know 
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precisely what co-opertition, if effected, would mean to them, 
the political economists, unfortunetely, by reason of that 
incomplete analysis of the productive agencies to which we 
have before adverted (par. 304'), are unable to give an intelligi¬ 
ble, or even self-consistent account of c'o-operation. Not 
more than two or thrc»c English or American economists* have 
given a definition of co-operation which will bear examination. 
Why is this ? Because, having persistently refused to regard , 
the function of the employer, they can not, consistently with 
their own analysis of production, give account of a scheme 
whose whole object is the elimination of that “ functionary,” 
as Prof. Rogers calls him. Yet, seeing, as they must, that 
oi-operation really attempts something, and would, if effected, 
essentially change the existing organization of industry, they 
hit upon the utterly erroneous explanation that co-operation 
is to get rid of the capitalist! Hardly an economist but 
blunders at this point. 

428. Prof. Cairnes’s Statement.—Take a writer so justly 
celebrated for clearness of thinking as the late Prof. Caimes. 
The frequency with which he has been quoted in these^^ages 
is evidence of the high respect in which his work is held by 
the writer. Yet Prof. Cairnes stumbles at the very threshold 
of the subject. “ The characteristic feature of co-operation,” 
he says, “ looked at from the economic point of view, is that 
it combines in the hame persons the two ^opacities of laborer 
and capitalist.” 

Now, it is not at all of the essence of co-ojieration that the 
laborers should be c,"pitalists ; that they should furnish any, 
potion of the capital required for conducting the operations 
to be under this system. It is, of course, probable 

that some most, of tl\p co-operators would, in fact 

(though, as we If'"® essence the , 

*Prof. Thorold co-operftion justly, as " a scheme . . . 

by which the labOrercan unit iohorer ' 

awtemployef, by mperseding the servicetof thelatter 

functionary.” « '•g' 

Prof. Amasa Walker had previof’^ aame con 

ception of co-operation. 
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scheme), own small amounts of capital; and the aggregate 
sum so held would be put ipto the co-operative business, and, by 
that amount, the sum to bo borrowed of outsiders would bo 
reduced. Yet, in order to secute justice between those co-op¬ 
erators who had and those who had not capital to put in the busi¬ 
ness, between those who had much and* those who had little, 
it would be necessary tljat each associate who put capital into 
the business should be remunerated for his abstinence and for 
the risk of his principal, by a payment over and .above 
what an associate contributing only through his labor would 
receive. 

In other words, the co-operative company woijd jtay inter¬ 
est to its own members for the use of whatevt.' capital thay 
could command, and would borrow, on interest, the remaining 
capital required, just the employer now does. The co- 
erative workmen who,were so fortunate as to possess capital 
would lend it to thfir own company, instead of '.ending it, as 
now, through the agency of the bank or the savings institution, 
to employers of labor, perha})s to their own emjiloyers. 

Jtftt solFar as a laboring man joining a eo-^jperative associa¬ 
tion had the courage and faith and self-control to save out of 
his earnings, he would become a capitalist, exactly as if he were 
not a co-operator. If, however, he chose to indulge himself, 
by eating and driqking up all be earned, he would remain no 
capitalist, in spite of,co-operation, (lo-opdration can not make 
a man a capitalist. Nothing can do that but saving, and whil: 
co-operation might, and doubtless would, encourage frugality, 
no scheme of man’s devising is goinji^ to radicjilly cL-mge 
man’s nature so that a large propTirtion of the community will 
not consume all their incomes—be those incomes large or 
small. 

see, thus, how erroneous is Prof. Caimes’s definition. 
Thesaim pf co-opeiaiioii_ is to get rid of the employer, and 
divide hjp profits amon^ fiis former workmen, who arfe to 
become, for the future, self-employed: to organize J;hem8clvcs, 
in their own way, for industrial j)urj)Ose8, and^ carry forward 
producljon on their own account and at their own ri^. 

420. The Benefits Aimed at by Co-operation.—Such being 
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the nature of co-operation, let us inquire what advantages 
might reasonably be looked for fron\it, provided it were found 
practicable. 

Let ns begin by taking the laborer’s point of view : 

First. To secure for the laboring class that large amonqt 
of wealth, which, as w>j have seen, goes annually in profits to 
the employer. 

Second. To secure for the laborer the opportunity to pro¬ 
duce independently of the will /)f an emj)l<)yer. Under the 
existing industrial system, it remains with the entrepreneur 
to decide, not only what shall be produced, and how and when 
and in what; amounts, but also whether any production at 
all' shall take jilace. 

It is true that the employer may, out of compassion, carry 
on production for a while where no ]irofit to himself appears, 
rather than leave his working people to suffer. It is also true 
that his selfish interests may induce him to carry on produc¬ 
tion for a while, under similar conditions, in order to keep his 
customers from going to others. But neither of these consid¬ 
erations can be Relied upon to any great extent or for anjdiong 
jieriod, nor can both together be relied upon at all as against 
the apprehension of considerable loss on the part of the 
employer. In a state of the m.arket which causes the employer 
to doubt whether, after paying out large sums for materials 
and labor, he will get his money back in the jirice of the prod¬ 
ucts, a suspension of production to the extent of a third or a 
half is the most natural course for him to adopt. 

But while a body of laborers can not reasonably complain 
that their employer curtails production on the first intimation 
of commercial disorder or of diminishing demand, co-opera¬ 
tion would place it within their opwer to keep up production 
on their own responsibility, remaining at work and soling 
their product for what it would bring. It- would no logger 
be the interest of the one employer, but that of ^he many 
workmen, which should decide whether production were to 
proceed or not. 

430. Cfo-opcration &om the Point of View of the Oeneral 
Eoonomio Interest.— The foregoing are the two chief benefits 
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which the laboring class h^ve looked t» co-operation to secure 
for them. In addition t(l these, the j)o]itical economist beholds 
in co,-ophration three sources of advantage.* First: Co-opera¬ 
tion would, by the very terms of the case, do away with strikes. 
The employer disappearing, the workman becoming self-em¬ 
ployed, these destructive contests would disappear also. 
Second : The workman would be incited to greater industry 
and to greater cafefulness in dealing with nnaterials and with 
machinery. Third: In no small degree frugal itj W'oiild be 
encouraged. It ean not be doubted that a e()-oj)erative laborer 
having the opportunity to invest his savings at once in his own 
business would feel a much stronger inducemenl^ to frugality 
than does tlie wage laborer. 

431. Co-operation, from a Still Higher Point of View. 
—We may leave to the moralist or the statesman <he 
additional consideration that co-oi>eration would clearh <eud ’ 
to imjffo.ve the moral, social and jiolitical ghr-aeter of the 
workman, by givin]if him a larger stake in society, making his 
remuneration directly dependent on his ow'n e.vertions, and 
admitting* him to a participation in the deliberations and 
decisions of industry. 

432. Tile Diflcnlties of Co-operation.—The advantages 
which would attend the successful establishment of eo-oj)era- 
tion being so many and so great, it may be askod why has 
this scheme, proposed so long ago, sanctioned by the highest 
economic authority, Appealing ,directly to the self-interest of 
the laboring classes, advertised e-vUmsively in discussions 
relating to labor and wages, not been immediately succi'ssfulj 
on a large scale ? How is it, thaf, on the contrary, (io-ojisra- 
tion can hardly be said to have escaped f.Mliire, when one con¬ 
siders the great number of cnterprl'CS of this character which 
have been started and the few that have survived ? 

Co-operative enterprises may be divided into two classes— 
one attempting w^at w'Cjraay call Productive co-operation ; 
the othe^ what we may call Consumptive * cd-operatio*. In 
enterprises of the former class, the l.aJ)orer seeks to make for 
himself an income ; in the latter he seeks to exjfe^d orvonsume 


* By many called Distributive. 
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Ithat income to the best "advantage to make each dollar of his 
daily or weekly earnings go as far as possible in providing 
subsistence for himself and family. Of course, all the agen¬ 
cies of ti'ansportatibn and exdiange are, as wc have stated, 
productive ; yet in the difference of aim which has been 
shown to exist between the two classes of co-operative estab¬ 
lishments, is found the justification of the distinction indicated. 

433. Consumptive Co-operation has had no inconsiderable 
degree of success in England, in the way of shops for the 
sale of flour, meats, groceries and other articles of domestic 
consumption, at which subscribers or membi'rs of the associa¬ 
tions establishing such shops buy goods at, pcrhai)B, the usual 
piiccs of retail trade, generally for cash, the profits of the 
year or the season, after deducting the expenses of supervision 

I and management, being divided among the members, either 
equally or in the j>r()})ortion of their purchases. 

In the United St.ates, the indifference of the people, even of 
the poorer classes, towards small savings and that same unwill¬ 
ingness, to take pains to secure a sound administration of 
trusts which has nermitted municipal and State governments 
to fall so largely into the hands of unworthy persons, have 
combined to limit very narrowly the application of tlie scheme 
,of consunii)tive co-o])eration. Here and there, “union” 
stores (the word store being used very generally in the United 
States in the sense In which the English use the word shop), 
“ Granger ” stores, or “ Sovereigns of Industry ” stores, fill a 
small place, generally for a brief period, in the general system 
of exchange ; but the»e have never become highly important 
ageticies in our public economy. 

434. Productive Co-operation.-(But while consumptive 
co-operation has had a degree of success w'hich at least proves 
it to be a practicable scheme, given only a reasonable degree of 
popular interest in its maintenance, the history of productive 
co-Operation alike in France, wh'e*e it may be said to have 
originated,.in England, and in the United States, has been of 
the most discouraging character^) Of numberless enterprises 
undertaken within the last forty years by associations of 
laborers, with the encouragement and often the active assist- 
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ance of philanthropi.s{s and political ecdnomists, and enjoying 
the benefit of a vast amount of gratuitous advertisement,* 
scarcely any remain. Mr. Frederick Harrison, reviewing, the 
history of co-operative enterprises in England, indicates the 
■co-operative cotton mills as the only true instances of the 
application of this principle on any important scale. “ Some 
of the mills,” he says, “ ;ievcr got to work at all; some took 
the simple form of joint-stock companies in few hands; 
others passed into the hands oS. small eajiilalists, or the shares 
were concentrated among the promoters. In fact, there is 
now, I believe, no co-operative cotton mill, ow'^ed by working 
men, in active operation, on any soalc, with *he notable 
exception or Rochdale.” 

“ Here and there,” Mr. Harrison continue.s, “ an association 
of bootmakers, hatter^ .painters or gilders, is carried on, n 'cn 
a small scale, "with varying success. Hut small bodies of 
handicraftsmen (or,.rather, artists), working in common, with 
moderate capital, plant and premises, obviously establish 
nothing.” 

436. TUe Diflaeulties of Productive Po-operation.-— 
With such a statcmient, from a distinguished labf)r champion, 
we repeat our inquiry. Why is it that co-operation, in the 
view of the many and great advantages whicih it offers, has 
had such partial and doubtful success? The answer is at 
hand. The difficulties of ])roductive co-oj>M-ation are directl}’^ 
as its advantages, llie arbitrary j)owors wielded and the vast 
profits enjoyed by the employing class make the working, 
classes desire, naturally enough, to bring about an indu.urial 
order in which they shall no lougci’ be subject to such exercise 
of authority, and in which theyshal' themselves reap Jhe large 
sums of wealth which they s(je passing into the hands of their 
employers. Yet^hen a body of laborers set up for themselves, 


• Within "the last three or four years, a fresh crop of co-opc4ativo 
enterprises has sprung up, especially in Uie United States. Time 
has not yet served to determine the question of successor failwre. The 
fullest accounts of these enterprises will be found in the puhlications of the 
■American Economic Association. 
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the result very soon shows that the reason why th^emplqyer 
wields such despotic power and enjpys such large revenues, 
is that he perfomls a part in modern industrial socie'ty yrhich 
is of supreme importance, in* which any thing less than the 
highest abilities of organization and administration involve 
comparative, if not absolute, failure) 

(The time may come, when a body of laborers, joined 
together for the purpose of co-operative production, will give 
as intelligent a direction, as close a supervision, as rigid a dis¬ 
cipline, as energetic an impulse, as the present successful man 
of business gives to the enterprises on which his fortunes and 
his reputation *are staked); but, for one, though belieidng thor¬ 
oughly so far as politics are concerned, in a goveriimentof the 
people, by the people, for the people, I see nothing which indi¬ 
cates that, within any near future, industry is to become less des¬ 
potic than it now is. The power of the master in production, 
“ the captain of industry,” has steadily increased throughout 
the present century, with the increasing complexity of com- 
mercia,! relations, with the greater concentration of capital, 
with improvements in apjiaratus and machinery, with the multi¬ 
plication of styles and fashions, with the localization and 
specialization of manufactures. 

436. T shall be heartily glad to see the working classes rise 
to the height of the occasion, and vindicate their right to rule 
in industry by showing their power to do it. But meanwhile 
it must be distinctly understood, that nothing costs the work- 
^ing classes so much as the bad or commonplace conduct of 
business; that industry must be energetically, economically, 
and wisely managed, no matter who is to do it; and that co-op¬ 
eration will be successful only as it results in the production 
of equally good articles, at equally low prices, as those produced 
under entrepreneur management. 

If we’have made our analysis of profits ^correctly, it agpears 
(par. 312) that the gains of the Employer are not taken from 
the feamings of the laboring class, but measure the difference 
in production between, the commonplace or bad, and the able, 
and shrewd,,and strong management of business. (When asso¬ 
ciated laborers are able to manage business as ably,’ strongly 
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and shrewdly as private employers, the^»can dismiss the entre¬ 
preneur, and keep his gains themselves^ 

437, A* Possible Field for Industrial X3o-operation.—I 
have spoken thus strongly of thh difficulties of productive 
co-operation, because I believe that only harm will come to 
the interests of the working classes fron» slurring over those 
difficulties, as is so oftciij with the best intentions, done by 
writers on econombrs. In speaking thus, however, of tlie evil 
liabilities which beset such enterprises, I have reference to 
industry as a whole, and especially to its larger branches, 
which supj)ly general markets, and which are subject to com¬ 
petition at once far-reaching and searching. It) ^he last sen¬ 
tence (pioted from Mr. Frederick Harrison, we uiid indicate.J 
the outlines of a possible field of co-operation, within which 
most of the difficulties^ which attend such enterprises or 3, 
larger scale, .are not ^ encountered, or are encounteretf in 
greatly diminished force. Where (1) a branch of industry 
is of such a nature tli.at it can best be carried on by a small 
group of workmen ; where (2) the workmen so engaged .are 
substantially on a level as reg.ards strength ajid skill ; where 
( 3 ) the initiiil expenditure for tools and materials is small, 
and, especnally, Where (4) the goods are to be produced 
mainly or wholly for the local mai'ket, the difficulties of the 
co-operative system sink to a minimum and the advantages 
rise to a maximum. It is in such branches'of industiy, there¬ 
fore, that the experiment of peoduetivc co-operation shouhl 
fir.st be tried. Success can be achieved here, if anywhere. 
Should success be here achieved, adv.antgge m,ay be t.ak^n of 
the experience thus accumulated’and of the training thsis 
acquired, to undertake progressively larger enterprises. On 
the other hand, should the difficulties of productive co-opera¬ 
tion prevent a decided success within the nearer and easier 
field,|it would be wprse than futile to attempt to inaugurate 
that syste^ on a more amUtlous sc.alo. • 

488. Profit-Sharing—The obstacles which’beset produc¬ 
tive co-operation are not those which are encountered by the 
scheme of Profit-Sharing, which has been highly recommended 
by many writers and which has been undertoken of late years, 
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not, indeed, on a large scale, l)ut in numerous instances. The 
advantages of this scheme, illustrated by many examples of 
at least partial and temp(jirary success, will be found stated in 
the work under'the title, Profit-Sharing, by Mr. Sedley 
'I'aylor. Fresh literature on the subject is now almost daily 
appearing in newspapers, magazines, pamj)hlets and official 
reports. The matter is one of economic and administrative 
detail, loo minute to be treated in an elementary work of this 
character. 

11 *° object, .sought is to interest workmen in increasing 
production and in reducing waste and breakage, through a 
payment to«theni of a portion of the employer’s profits. It 
is, also, held that this system would have the effect to promote 
good feeling between master and man, and to diminish the 
resort to strikes and labor contests, .although, in fact, it has 
nof always served, when tried, to j)revent the workmen con¬ 
cerned from joining others of the samii trade when such 
contests have oiuic begun. 

The,difficulties of profit-sharing are found (1) in the small¬ 
ness of the amonnt which can thus be distributed among the 
workmen, without unduly diminishing the employer’s interest 
in production ; (2) in the suspicions likely to arise regarding 
the employer’s good faith in declaring the amount thus subject 
to distribution, unless the workmen, or a fommittee of them, 
are to be allowed kuch .access to the epaployer’s books and 
accounts as few business men would willingly concede, and (3) 

, in the perplexing question, what shall be done, under such a 
system, iii the not*^-infreciuent cases where the employer 
realizes, not a profit, but a loss. 

The last of these difficulties is, perhaps, the greatest. The 
employer is, not unnaturally, disposed to hold that, if the 
workmen share in his gains, they shoidd also share in his. 
losses ; or, at least, that his gains and looses, through ascon- 
siderable period of time, should bef* set off against ^ach other, 
and that only the balance of gain for such a period should be 
subject to the rule of distribution. Such a postponement of 
the dividend,, however, taken in connection with the smallness 
of the amount which, at the most, could thus be divided, 
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would reduce the interest ,of the workmen in the system, to 
such an eytent as to practically deprive the, arrangement of 
nearly* all influence over their actions, if it did not lead tg its 
early abandpnment. 

III. 

POLITICAL MONEY. 

439, Inconvertible Paper Money is, by Distinction, 
Political Money.—In all modfcrn soiiieties, money is at once an 
economic agent and a jiolitical institution. The selection by the 
State of a money metal, the adoption of denwninations and 
devices for Us coinage, the estahlishiuent of a standard of jiurity 
in the coin, and the conferring of the legal-tender jirojicrtjf 
upon the money pieces so formed, are acts of legislation or 
administration which gWe to all forms of moiny with wl^^L 
we are famili.ar something of a ])olitical charailcr. 

But there is one kind of monej^ which owes its existence 
and acceptance as th’c common medium of e.xchange so com¬ 
pletely to legislation or to the act of the ruler, that it itiay be 
called, by eminence, })olitical money. This if? the inconvert¬ 
ible paper money of which wn; wrote in Chajiler 5, Part III. 
In comparison herewith, the other forms of inonej^ knowni to 
modern commerce may be regarded as having so little of a 
political character as to justify their being called economic 
money. 

The essential difference between what we here, call ceemo- 
mic and what we call political money, is that the sup])ly of 
the former, undei'free coinage, is liniitedlby natural conditions 
of production, while the sujiply of the latter is released from 
all such conditions, and is made to dejiend upon law' or the will 
of the niler. It requires inone labor, in general tw’icc as much 
labor, to raise two thousand ounces of gold or silver from the 
mine%s to raise ontHhoiieaiubounces, to be coined into money; 
but It cost* no more labor to print tw'o million dolla|s ol 
paper money, or ten millions, or fifty, than to print* one mil¬ 
lion. To multiply the amount of such money, it is oply nec¬ 
essary to print the word fifty, or'ten, or two, instead of the 
word one. 
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By some, this capab'ilily of increasie at will, independently of 
the expenditure cjf labor or capital, has been regarded as a 
prime advantage, and sudi, money has been denominated by 
these advocates of government issues, political money,—that 
character being attributed to it as meritorious. It is, then, 
from the friends of such money that I borrow the term. 
'Accepting the challenge contained iiv this tjitle, let us proceed 
to in({ulrc further regarding government paper money, ai)ply- 
ing to it the test to which all jxriitical institutions and arrange¬ 
ments are rightly subjee.ted. 

440. The Favorable Possibilities of Political Money.-— 
I have already, with a fninkness that has, on other occasionf^ 
been severely blamed, admitted that government j>aper money 
m.ay, for a time at least, irrespc'ctive of redemption, pass in 
circulation without depreciation ; ])orforming j)erfectly the 
function of a medium of exchange, regiptering the comj)arative 
values of the several commodities in Ihe market with alt the 
facility and accur.acy that could be desired, and seiwing as a 
standard of deferred payments well or ill according as its own 
amount is regnlnted. Prof. .Tevons states that between 178!) 
and 1809 the value of gold fell 46 jier cent.; that from 1809 to 
1849 it rose 14.5 per cent.; while between 1849 and 1874 it fell 
at least 20 per cent. It is certainly conceivable that paper 
money might be so regulated in amount a? to fluctuate less in 
value than did gold during the eighty-^ve years covered by 
Prof. Jevons’ computation. * 

441. The Liability to Evil Inhering in Political Money. 
—In the case of evcrj-proposed political institution orarrange- 
mtmt, how'ever, we .are bound to investigate, not its possibili¬ 
ties only, but also its probiibilitics. It is not enough to show 
that it might conceivably be so ^.stablished and m.aintained as 
to yield results of good. It must also appear that its success-, 
fnl working does not depend upon an ejferciso of prudsnce, 
virtue and self control, beyond wh'at is reasonably,and fairly 
to be expected of men in masses, and of rulers and legislators as 
we find them ; find the donseqnences of its possible perversion or 
abuse must be weighed against the advantages which might 
be derived from its legitimate application and employment. 
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Paper money, then,' as a political insthution or arrangement, 
must submit to this test. The man.who advocates govern¬ 
ment issues, without being prepared to show reasonable 
ground for believing that the^ will not *be so abused as^to 
accomplish more of evil than of benefit, is not entitled to be 
listened to. After the experiences of flie past hundred years 
intelligent men rightly Refuse to take the trouble even to dis¬ 
cuss political schemes which assume an impossible virtue, or 
which disregard the actual cfjnditious under which alone they 
could be set to work. 

In the case of government ])aper money the Hability to abuse 
is found in the tendency to over-issue ; to this #nd the fiscal 
exigencies of government (par. 444) are likeiy to combiae 
with a poi)ular craving (j)ar. 445) for a money of diminishing 
value. 

We have already ( 4 )ar. 220) shown that the smallest degree 
of depreciation, evpn, as Mr. Bagehot says, the mere liability 
to depreciation vi'ithout its reality, may unsettle the exdianges 
between the paper money country and those with .which it 
trades, in*a degree to work very injurious efects. But what 
we have Ijere to consider is the liability to extensive over¬ 
issues, with an altogether new series of consc(jucncos to trade 
and industry. > 

442. Two Motives Operating to Produce Expansion.— 
This liability arises^from the fact that, where the p’-inciple of 
inconvertible ])aper has once, been adojjted, two powerful 
motives tend to produce expansion, with no adequate re.strain- 
ing force in operation. When once «the traditional lear of 
paper money is worn off, the only safeguard against over-issno 
is found in far-reaching, conscientious, disinterested and cour¬ 
ageous statesmanship. Ajl the selfish interests that m.ake 
themselves felt, all the passions of the hour and the appetites 
that clamor for indulgence, favor expansion. There is an 
unremitting pressure on that side, which now and then riSts to 
furious impulses against the trail barrier that, witflstands 
inflation. 

How far is it wise for any moderate advantage to call into 
being forces which are only to be kept from becoming in the 
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highest degree destructive by being constantly watched and 
unremittingly opposed ? Is it good' policy—is it consistent 
with ordinary cominon sense—to invoke, for the accomplish¬ 
ment* of a definite' and at'the best not considerable good, 
agencies respecting which it is confessed that the least relaxa¬ 
tion of vigilance, a mwnentary indulgence of human weakness,, 
one false motion, will lead to serious, perhaps irreparable 
disaster ? . ‘ 

443. Time no Safeguard.—Nor does the liability to over¬ 
issue diminish with the lapse of time. Modei'ation in the 
issue of government paper money does not form a political 
habit which l)et^)me8 a security against abuse. On the con¬ 
trary, the longer the regime of inconvertible paper money 
lasts, the greater the danger. The popular mind becomes 
accustomed to the sight and the thought of it; the fear of it 
is wtfrn off ; a generation comes upon the stage that has not 
known metallic money, or bank money convertible into coin 
on demand. 

In 1C90, the Colony of Massachusetts issued paper money 
to pay the charges of the disastrous expedition of' Sir Wm. 
l’hi])j)s. At first, over-issue took place and depreciation set 
in; but i)y promj)t action the excess was called in and 
redeemed, .and the notes brought to par. They so remained 
for nearly twenty years. When, however, in 1710, the 
second expedition against Canada took place,•the colony fell, 
without an apparent struggle, pto the gulf of irredeemable 
paper; the money of Massachusetts became a weltering 
chaos ; trade was brought into the utmost ponfusion ; pro¬ 
duction to the utmost weakness. From this miserable condi¬ 
tion the colony did hot emerge for nearly forty years, till, 
in 1749, tlic paper was bought up at 11 :1 in silver and burned. 

Russia first issued paper money in 1768, and for nearly 
twenty years kept her notes at par, only to '^lall at the en(J, of 
that«pcriod into an abyss of discr6d;t and depreciation from 
which«lier trade'and finances have not yet recovered. 

Twice since the Revolution of 1848 Austria has stood on the 
very verge of gpecie payments, only to be thrown backward 
into insolvency by the imminence of war. 
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The danger of ovef-issue never cease* to threaten inconvert¬ 
ible paper money. The path winds jlong the edge of a preci¬ 
pice., Vigilance can not for a moment be Relaxed. The pru¬ 
dence and self-restraint of yeart count for*nothing agains’t any 
new onset of popular passion or in the face of a sudden exi¬ 
gency of government. 

444. The Fiscal Motive.—The exigencies of the public 
treasury constitute, perhaps, the most formidable»of the two 
dangers which menace the in^tegrity of a paj)er money circula¬ 
tion. 

“ Real money,” said Edmund Burke, “ can hardly ever mul¬ 
tiply too much in any country, because it wil^ always, as it 
increases, f)e a certain sign of the increase of trade, of whijh 
it is the measure, and consequently of the soundness and vigor 
of the whole body. Jjut this pajter money may and ■I'.es 
increase, without any,increa.se of trade, nay, often when trade 
greatly declines, for it is not the measure of the trade of the 
nation, but of the necessity of the government. It is absurd 
and must be ruinous, that the same cause which lyiturally 
exhausts fhe wealth of a nation sluuild likeiyise be the only 
productive cause of money.”* 

The two most marked instances of continence in the issue 
of irredeemable paper are those afforded by the Bank of, 
England during tlje period of the Restriction, and by the Bank 
of France in 18ll8, ^nd again in 1871. No one car question 
that the prudence and self-restraint here shoWn were due 
mainly to the fact that, in neither case, would the profit of 
fresh issues hav* inured to the benefit of the government. 
At the same time, it would not be c.andjd to omit to mention 
the loyal observance by the Congress of the TJnilec^ States of 
the pledge it gave the country in 1864, that the greenbacks 
should not exceed $400,000,000. 

—» - { - 

*In the same vein, AlJxa^der Hamilton: “In great and taying 

emergenciA there is almost a moral certainty of its becoming njischiev- 
ous. The stamping of paper is an operation so much easier Uian the 
levying of taxes, that a government in the practice qf pape^ emission* 
would rarely fail to indulge itself too far in the employment of this 
resource.” 
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445. Sealing Down* Debts.—In ajl governments, or 
governments much subject to popular impulses, second 
danger of over-issue arises from the appetite whidh is 
engendered in the masses of tlie people for further emissions 
for the purj)ose of scaling down debts, “ making trade good,” 
and enabling works %f construction and extensive public 
improvements to be undertaken, for which taxation could not 
.easily j>rovlde the means. 

The intrusion of the debtor ctass into the legislature with 
their i?npudent demands for issues to scale down debts is a 
familiar spectatjle. Even the sterling virtue of early New 
England did t;ot save those primitive communities from the 
fitf/oest impulses of political dishonesty, when once the paper 
money passion had been aroused. “ Parties,” says the his¬ 
torian Douglass, “were no longer W.higs and Tories, but 
creditors and debtors. Governors were elected and turned 
out as the different interests happened to prevail.” 

The same feature ajipeared early in the history of the 
French Revolutionary paper money. We have seen it in our 
own country during the jiresent generation, an active, aggres¬ 
sive, vehement, virulent force, engendered by the^ desire of 
paying debts, wiping off scores, raksing mortgages, in depreci- 
tated money. 

Paying debts is always a disagreeable necessity. For one 
man who would steal to acquire proj)erty, ,in tfie first instance, 
a score will dh that which is no better than stealing, in order 
to retain proj)erty which has passed into their hands and 
which they have come Co look upon as theirs, though not paid 
for.' , 

It is thg view of not a few sound economists * that a grad- 


* Thus M. Chevalier says : “ Such a change will benefit those who 
live by current labor ; it will injure those who IJve upon the frui^ of 
past ‘labor, whether their fathers' or thAr,,own. In this it will work in 
the sanin direction'with most of the dhvclopmcnts which afe brought 
about by that'great law of civilization to which we give the noble name 
of progress” 

And Mr. J. R. 'McCulloch declares that' ‘ though, like a fall of rain after 
a long course of dry weather, it may be prejudicial to certain classes, it 




PA UPERISM. 


357' 

ually progressive de*pre(iiation of metSllic money, from age to 
age, iiyght be advantageous to society as a whole, both 
relieving industry in some measure from the weight of bur¬ 
dens deriyed from the past, an(J giving a certain fillip to in(^uB- 
trial enterprise. 

But here the injury to the creditor Jlass is not the work of 
man, but of God ; like the death of a miserly bad man which 
brings his wealth into the hands of a generous, pMilanthropic, 
public-spirited heir, at which change of ownership mX;u may 
properly rejoice. But had the heir procured the death of the 
miser, the aspect of the case would have been entirely differ¬ 
ent. No plea of public Bj)irit or benevolence in 4he dis])osition 
of the wealth could compensate society for thao deep i«id 
damning wrong. 

A reduction in the .burden of oblig.ations, accomplished by 
the act of a legislature, in the issue of paper for the pifrj)Ose 
of enabling the d«)J)tor to ]>ay in a dejireeiated money, has no 
virtue in it to promote industry or encourage enteiprisc*. It 
carries with it the sting of injustice .and fraud. It draws 
after it retributive agencies which curse, the people and 
the age. , Having reference exclusively to economic interests, 
we may' confidently say' that the man who advocates the 
scaling down of debts, for the sake of encouraging trade and 
production, show^ himself so ignorant of history as to be a 
wholly unfit advise^’ as to the present and the future. 

iv. 

PAirpKVISM. 

* 

446. The Impotent vs. the Able-Bodied Poor.—The 
relief of the impotent poor, whether by private or by public 
k charity, is, so far as political economy is concerned with it, a 
question relating* to J.hc eonsunqdion of wealth. It is so 
much a matter of course,'under our modern .civilization* that 
the very young and the very old, the crippled and dt^ormed, 

is beneficial to an incomparably greater number, iiiClyding'all who are 
actively engaged in industrial pursuits, and is, speaking generally, of 
.great public or national advantage.” 
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■who are unable to earn'their own maintenance, shall not be 
allowed to starve, that the matter of relief to these classes 
becomes one of administrative detail, that does not require 
even to be alluded tl> in an e'lefnentary treatise on economics. 
The experience of that country from whicli we derive our law 
and much of our administrative machinery, is, however, so 
instructive as to the influence for mi^jchicf upon the entire 
laboring population and upon the future production of wealth, 
that may be wrought by ill considered provisions for the dis¬ 
tribution of alms to the able-bodied poor, as to make it worth 
while briefly to recite that experience here ; and thereuj)on to 
define the limits outside which the consumption of wealth for 
tlijs purpose becomes prejudicial. 

Wc shall get at our subject most directly by inquiring, why 
is it that the laborer works at all. t'learly that he may eat. 
If hd may eat without it, ho will not work. The neglect 
or contempt of this very obvious truth by fhe British Parlia¬ 
ment, during the latter part of the eighteenth and the early 
part of the nineteenth century, brought the working classes 
of the kingdom a,lniost to the verge of ruin, created a vast 
body of hopeless and hereditary pauperism, and en,gendered 
vices in the industrial system which have been productive of 
fivil down to the present day. 

447. Establishment of the English Pauper System.— 
By statute of the 2Tth year of Henry VIII., the giving of 
alms was prohibited, and collections for the impotent })oor 
■were required to be made in each parish. By 1st Edward VI., 
bishops were authorized to proceed at law against persons 
who-should refuse to contribute for this purpose, or should 
dissuade others from contributing. By 5th Elizabeth, 
Justices of the Peace were made jqdges of what constituted a 
reasonable contribiition. By 14th Elizabeth, regular com-, 
pulsory contributions were exacted. But J the act of ^Sd 
Elizabeth created the permanent pavper system of England. 

The kicreasing necessity for legal provisions for the poor, 
during the period covered by this recital, is attributed by 
judicious writcirs, first, to the destruction of the abbeys and 
monasteries, which had, in earlier times, disbursed vast rev- 
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enues in charity; and, secondly, to th« effects of the flood of 
new silver from the mihes of Spaijish America, which, by 
rapi<Jly’raising pricics and thus _ reducing the purchasing 
power of fixed incomes, had* dhused Im-ge numbers lo be 
thrown oift of emj)loyment. 

By the act of 43d Elizabeth, every person in the kingdom 
was given a legal right to public relief, if required; but volun¬ 
tary pauperism whs severely dealt with, and the able-bodied 
were compelled to work. At first, the body of inhabitants 
were to be taxed for the objects of this statute ; but subse¬ 
quent legislation threw the burden entirely upon the landowners, 
where it remains to this day, tvith the exceptfoq that partial 
grants are'now made out of the Imperial revi nuts to im^-t 
the charges of maintaining ctrtain classes of ])aupers, such as 
the insane. 

448. Removal of the Workhouse Test.—The princiifle of 
requiring the able-bodied ])Oor to work continued for genera¬ 
tions to be fundamental in the English pauper system ; and 
for the better enforcement of this requisition parishes qr unions 
of parishtfs were, by an act of 0th George I., ajithorized to build 
workhouses, residence in which might be made a condition of 
relief. IVioreovet, from the days of Eliz.abeth to that of George 
III., the spirit which actuated the administration of the jioor, 
laws was jealous and severe. Doubtless in that administration 
unnecessary harshness was sometimes practiced ; b’'t, on tlie 
whole, the effect on the workijig classes was wholesome, for it 
was made undesirable to become a pau])er. 

On the accesfyon of George III., a different theory came to 
direct legislation relating to ])ool relief, and a widely differ¬ 
ent temper of administration began to prevail. Six successive 
acts, passed in the first years of that reign, intimated the 
changed spirit in which ])auperism was thereafter to be de.ilt 
wit^i. In the 22n^ year of George III., the act known as Gil¬ 
bert’s act gave a fuller ojyjVession to this spirit. By that act 
the workhouse was no longer to be used as a t’est of vo?lintary 
pauperism: the 29th section provided*that no person shall be 
sent to such poor-house except such as are become indigent by 
old age, sickness or infirmities, and are unable to acquire a 
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maintenance by their l/ibor ; except sucb orphan children as 
shall be sent thither by order of the 'guardian or guardians 
of the poor, with the approbation of the visitor, and except 
such dhildren as shall necessarily go with their mothers thither 
foi* sustenance.” 

With respect to the nest of the poor, the act by its 3 2d sec¬ 
tion provided “ That where there shall be in any parish, town¬ 
ship or placp, any poor person or persons, who shall be able 
and willing to work but who can not get employment, the 
guardian of the poor of such parish, etc., on application made 
to him by or on behalf of such poor person, is required to. 
agree for the l^alior of such poor'person or persons at any work 
or^employment suited to his or her strength and c.apacity, in 
any parish or place near the place of his or her residence, and 
to maintain, or cause such person or persons to be properly 
maintained, lodged and provided for, until such employment 
shall be procured, and during the time of such work, and to 
receive the money to he earned hy such work or labor, and apply 
it in such maintenance as far as the same will go, and make 
tip the deficiency, if any." 

By the repeal of the workhouse test, and by the additional 
most injudicious ])rovision wdiich we have placed in italics, 
a deadly blow was struck at the manhood and industrial self- 
sufficiency of the working classes of England. 

449. “The act,” says Sir George Nicholls, in his History of 
the English Poor Law, “appe^irs to assume that there can 
never be a Lack of profitable employment, and it makes the 
guardian of the parish Jviswerable for finding ij near the labor¬ 
er’s own residence, where, if h existed at all, the laborer might 
surely, by due diligence, find it himself. But why, it may be 
asked, should he use such diligence when the guardian is bound 
to find it for him, and take the whole responsibility of bargain¬ 
ing for wages and making up to him all deficiency ? Hg. is 
certain of employment. He is tfcyitain of receiving, either 
from tke parish Or his employer, sufficient for the maintenance 
of himself and his family ; and if he earns a surplus, he is cer¬ 
tain of its'being paid over to him. There may be uncertainty 
with others, and in other occupations. The farmer, the lawyer, 
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the merchant,the mairtifacturer, howeves industrious and obser. 
vant, may labor under uncertainties i,n their several callings; 
not SQ tfie laborer. He bears, as it were, a charmed life in this 
respect, and is made secure, and'that, too, without the exercise 
of care or forethought. Could a more certain way be devised 
for lowering character, destroying selfweliance, and discour¬ 
aging, if not absolutely preventing, improvement ? ” 

460. The Logical Outcome.—By 1832 the false <ind vicious 
principle on which Gilbert’s act was based had been e.amed 
logically out to its limits in almost universal pauperism. The 
condition of the person who threw himself flat upon public 
charity was better than that of the laborer w^o^struggled on 
to preserve his manhood in self-support. The conmiissione|8 
appointed in that ye.ar to investigate the workings of the poor 
law, found that, where the independent laborer was able to 
earn by his week’s work but 122 ounces of solid food, the*p.an- 
per had 151 ounces given him in idleness. TLe former had 
only to abandon his effort to provide for himself, to be better 
provided for than was possible through his own e.vertions. 
The dronfi was better clothed, better lodge(] and better fed 
than the worker. 

All the incidents of this bad system were unnecessarily bad. 
The allowance for each additional child was so much out of 
proportion to the allowance for adults, that the more numer¬ 
ous a man’s children the better his condition, and thus the 
rapid increase of an already pauperized population w'asencom- 
aged. Moreover, the allowance in the case of illegitimaie chil¬ 
dren was even greater than for thosejiorn in wedlock. The 
British Parliament had turned its’elf into a society for the pro¬ 
motion of vice. “ The English law,” said Commissioner Cow¬ 
ell, in his report, “ has abolished female chastity.” “ In many 
^rural districts,” writes Miss Martineau in her History of the 
Pe%ce, “ it was sc.frcelj'’ possible to meet a young woman who 
was respectable, so temp^ihg was the parish allowance* for 
infants in a time of great pressure.” “ It ma^ safely be 
affirmed,” said the Poor Law Commissioners of 1831, “that 
the virtue of female chastity does not exist among i!hc lower 
orders of England, except to a certain degree among domestic 
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servants, who know that they hold their situations by that 
tenure and are more prudent in consequence.” 

Such mat be the effects of fooijsh laws. The legisla- 

TOE J&AT THINK IT IIAED TiIaT HIS POWEE FOE GOOD IS SO 
CLOSELY EESTEICTKD ; BUT HE HAS NO EEASON TO COMPLAIN 
OF ANT LIMITS UPON IKS POWEE FOE EVIL. On THE CON' 
TKAEY, IT WOULD SEEM THAT THEEE IS NO BACK OF MEN, WHOM 
A FEW LAWS EESPECTING INDUSTEY, TEADE AND FINANCE, 
PASSED BY COUNTEY SQUIKES OE LABOB DEMAGOGUES, IN 
DEFIANCE OF ECONOMIC PEINCIPLES, COULD NOT IN HALF A 
GENEEATION TBANSFOEM INTO BEASTS. 

451. PoorLatir Beform.—We'have seen wh.at a system the 
English squirearchy substituted for the economic law that he 
that would eat must work. The natural effects of this system 
were wrought speedily and effectually. The disposition to 
labopiwas cut up by the roots ; all restraints upon increase of 
population disajipeared under a jiremium upon births ; self- 
respect and social deeency vanished before a money-premium 
on bastardy. The amount expended in the relief and main¬ 
tenance of the poor rose to enormous and even ruinous sums. 
In some instances landowners relinquished their estates in 
order to escape the monstrous rates levied upon them, in sup¬ 
port of local paupers. 

In this exigency, which, in truth, constituted one of the 
gravest crises of English history. Parliament, by the Poor 
Law Amendment Act (4th and 5th, William IV.) returned 
to the principle of the act of Elizabeth. The workhouse test 
was restored ; allowanees in aid of wages were abolished ; paid 
overseers were appointed, and a central system was created 
for the due supervision of the system. Illegitimacy was dis¬ 
couraged b’y punishing the father, instead of rewarding the 
mother ; and the law of pauper settlement* was modified so as 
to facilitate the migration of laborers in search of employ¬ 
ment. 


♦ The law of parochial settlement was enacted in the reign of Charles 
II. While „other restrictions upon the movements of population grad¬ 
ually gave way, during the two centuries following, before the expan. 
sion of industrial enterprise and the liberalizing tendencies of modem 
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By this great legislative reform the ‘burden of pauperism, 
in spite of the continuing effects of the old evil system, was 
reducspd in three years, by an average amohnt, the kingdom 
over, of forty-five per cent. ' 

452. Th6 Principle that Should Govern Poor Belief.'— 
The moral of this episode in the industrial historyof England 
is easily drawn. It Js of the highest consequence that 
pauperism shall not be made inviting ; that, on thi' contrary, 
the laborer shall be stimulated to the utmost possible exertions 
to achieve self-support, only accepting relief as an alternative 
to actual starvation. It is not, to this end, necessary that any 
brutality of administration shall deter the wortjiy poor who 
have no other recourse ; but, it should be the prime object «f 
legislation to make the situation of the ])auj)er less agreeable 
than that of the ind< pendent laborer, and that, by no ■•11 
interval. The workhouse test for all the able-bodied foor, 
and genuine hard ^ work, up to the limit oi strength, are 
imperatively demanded by the interests of productive labor. 
Wherever there is a ])ossiblc choice between self-supj>,ort and 
public sujtport, the inclination to labor for (yie’s own subsis¬ 
tence shoujd be quickened by something of a penalty upon 
the pauper condifion, though not in the way of cruelty or 
positive privation. “All,” says Mr. Geo. W. Hastings, “who 

have administered the Poor Law must know the fatal rcadi- 

» 

ness with which thpse hovering on the brink of pauperism 
believe that they can not earn, a living, and the marvelous 
way in which, if the test be firmly applied, the means of sub¬ 
sistence W'ill be fjpund somehow.” 


thought, the mischievous tendencies of tlu’ Law of ScttlemcntVere given 
a wider scope and an increased severity, from reign 10 reign. Migration 
aiithin the Kingdom was pnictically prohibited. If the laborer, in search 
of eiaployment crosse'J the Jjoundaries of that one of the fifteen thou¬ 
sand parishes of England in why;!! he belonged, he was liable to be ailpre- 
bended and^ returned to the place of his settlement. Parish oificors were 
perpetually incited by the fears of the rate-ppyers to the utfnost zeal in 
hunting down and running out all possible claimants for public charity, 
on whom, if unmolested, residence would confer a right to support 
“ Where,” says Prof. Rogers, “an employer wished to engage a servant 
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V. 

THE DQCTEIN^ m THE WAGE-FUND. 

t 

463. The Doctrine Stated.—In opening the subject of 
Wages, I passed by without discussion the once generally 
received do(!triiie—generally received,.that is, in England and 
America—of a fund set apart for the payment of wiiges, and 
proceeded at once to state affirmatively the views I hold 
regarding the laborer’s sliare in the product of industry. 

Inasmuch, h(|,wever, as the student will find this doctrine 
explicitly taught in the grciit majority of all the systematic 
tieatiscs on the shelves of our libraries, it seems important 
that it should be dealt with critically. , 

I’^ie doctrine of a Wage-Fund is, in substance, as follows : 
There is, in any country, at any time, an amount of wealth 
set apart by economic forces for the pajonent of wages. The 
ratio between the aggregate capital and the portion thus 
devoted to the j)ayment of wages, is not necessarily the same 
in different couu;,ries at the same time, or in the same country 
at different times. That ratio may vary wdth the conditions 
of industry and the h.abits of the ))eople ; but at any given 
' time, the amount of the w.age-fund, under the conditions exist¬ 
ing, is determined in the .amount of capital.’'' Were the 
amount of th.at capital greater, the M'age-fund would be 
greater, and gre.ater in precisely the same pro])ortion. Were 
•the amount of that capital smaller, the wmge-fund would be 
smaller, and smaller iii precisely the same preportion. 

from a foreign parish, he was not jwrmitted to (h) so unless he entered 
into a recognizance, often to a considcpililc amount, to the effect that the 
new-comer should not obtain a s(!Uloment, else the bond to be good against 
the employer. P.arochial registers are full of such acknowledgments.” 

*•“ Tlicre is supposed to be, at any ^given instant, a sum of wealth 
whichvis nncon(Ktionally devoted to the piiyment of wagbs of labor 
This sum isteot regarded as unalterable, for it is augmented by saving 
and increpses witji the progress of wealth ; but it is reasoned upon as, 
at any given moment, a predetermined amount.”— J. 8. Min: ,The Fori 
nightly. May, 1869. . 
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The wage-fund, tlKn-efore, may be graatcr or less at another 
time ; but at the time taReii, it is definite. Tlie amount of it 
can not be increased by force of lay, or of *j)ublic opinion, or 
through sympathy and comi)asslofi on the ^part of employers, 
or as the result of appeals or efforts on the part of the work¬ 
ing classes.* • 

The sum so destined to the payment of wages is distributed 
by competition. If one obtains more, another muiit, for that 
reason, receive less, 6r be kej)t out of employment. Laborers 
are paid out of this sura, and out of this alone. Tlie whole of 

it is distributed without loss, and tlu' average amount received 

. . ® • 

by each laborer is, therefore, determined precisely by the ratio 
existing be'tween the wage-fund and the number of laborer*, 
or, as some writers have preferred to call it, between cajiital 
and popnlation.f 

The wage-fund, <at !}ny given time, being thus determilic'd, 
the rate of wage.s will be according to the nuiuner of persons 
then applying for employment.]; If these be more, wmges 
will be low ; if those be fewer, wages will be high. 

It thus appears that the wage-fund—the aggregate amount 

* '■ That wiiich pays for labor in every country is a certain portion of 
actually accumulated capiUil. vvliieli c;ui notlw increased by tlie jiroposcd 
action of government, nor by tlie intliiencc cf public o))ini;m, nor b)fa 
combinations among tlic workmen tbemselves. Tlicro is, also, iu every 
countiy, a certain number of laborers, and this mvnbercannotbc dimin¬ 
ished by the proposed action of go-, ernmciit, nor by public opinion, nor 
by combinations among tbemselves.' There is to be a division now, 
among all tliesc laborers, of the portion of capital actually there pu’sent.”'' 
—Pro/. A. L. Pcri’H, Pol. Keou. In the lalbr editions of his treatise, 
Prof. Perry modifies bis statement. ^ • 

f “ The eirculating eapibd of a eountr\' is its wage-fund. .Ilence, if 
we desire to calcnlalc tlio .average money wages received by etieb laborer, 
w-e have simply to divide the amount of this eaiiital by the numlier of 
iHe laboring popnlatioy.”— Prof. II. Fmrcett: The Economic Position of 
tiui Sritisli Labm-cr. ‘ , , 

t“More«than that amount* (the wage-fund), it ds assumijl, the 
wages-receiving class can not possibly divide among them ; VhaT amount, 
and no less, they can not but obtain: so that, flic sum U) be divided being 
fixed, the wages of each depend solely on the divisor, the*number of pan 
ticipants.— J. S. MiU: The For^iglitly. May, 1869, 
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to be distributed as wfcges—is, at an^ giVen time, irrespective 
alike of the number and.of the industrial quality of the wages 
class. The average rate of wages is determined exclusively 
by a comparison of'tlie amount of that fund with the number 
of that class. The industrial quality of the laborers has 
nothing to 'do, at the lime, with their wages. 

464. The Doctrine Examined.—What sliall we say of this 
doctrine of a Wage-Fund ? Several objections may be urged 
against it, any one of which wojild be fatal. 

First. The doctrine assumes that wages are always and 
necessarily p.ai^ out of capital, the results of jiast accumula¬ 
tion. As aiinatter of fact, wages in England, where this 
theory of wages originated, were, at one time, early in the 
century, paid, financially speaking, out of cajiital generally, 
if not universiilly. That condition of things has continued 
to tlie present time. „ 

Why was this? Was it of the essence,of the matter, or an 
accident? 

I answer, wages were advanced by capital in England, 
because capital bad there been accumulated to so great extent 
that employers were able to lay down the whole of, the wages 
to be paid as soon as the service was rendered, even before 
-the products were harvested or marketed, while, at the same 
time, wages were and had been so low thqt the laborers had 
been able to save little or nothing out of,their earnings in the 
past, and were consequently obliged to look to their 
„employers for subsistence, almost from the moment they 
began to work. ' < 

'liut during the saijie period a very different relation between 
laborer ^.nd einjiloyer, as regarded the payment of wages, 
existed in the United States. Ilni])loyers were paying their 
laborers by the year, giving them their w.ages, in full, onjjt 
when the crops were harvested or the,goods marketed, mtking 
meanwhile such advances as their nneans allowed, qr as were 
requiVed Ijy the varying wants of their workmen, no small 
part of whom had savt'd enough out of the liberal earnings of 
former years'to support themselves and their families until 
the year’s wages should be paid. • 
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In other words, the irufustrial condidoiis were more favor¬ 
able to Ijic payment of waj^es in the United States, while in 
England the financial conditions^ were more favorable. ^But. 
it is the injlustrial conditions which determine the amount pf 
wages, the necessaries, comforts and lu.xuries which the 
laborer receives for his services. The financial* conditions 
only determine ll\e manner and time of jiayment, whether at, 
once or on a future day, wliether in money or in ffoods. 

456. "Wages may be advanped out of Capital, but are paid. 
out of the Product.—But cv(‘n if, in fact, all wages were Laid, 
down by^ the employer as soon as services ^wcrc renderedij 
before the^ croj)S were harvested or the good* marketed, it 
would not follow that the existence of capital furnished tNe 
reason for the employimnit of labor, or that the amount of 
that caj)ital furnished the measure of the w.ages to be pai.. 

An employer pays wages to purchase labor, not to expend 
a fund of which hp may be in possession, lie purchases 
labor, not because he wishes to keep it em])loyed, but as a 
means to the production of wealth. lie produces weaJth, not 
for the sake of producing it, but with a view to a profit to 
himself, iiplividually, in that production. 

If a person have wealth, that, of itself, constitutes no 
reason why he should experld any portion of it on labor, 
machinery, or on ipaterials. It is only as ho sees that ho can 
increase that w'ealth.throngh production, lliat the i.ajmlse to 
employ it in those directions is. felt. But for the profits by 
which he hopes thus to increase his store, it would be alike, 
e.asier and safer ^or him to keep his wAltli at rest than to put 
it in motion for the benefit of others. TJie mere fact that the 
employer has c.apital .at his command, no more constitutes a 
reason why he should use it jn prodmition, when he can get 
profits, than the fact that the laborer has arms and legs 
constitutes a reaso^ why he should work when he can get no 
wages. , ,* , ’ 

We repeat; the employer purchases Labor wdth p, Tiew to 
the product of labor. The kind and amount o^ that product 
determiije what wages he can afford to pay. He must, in the 
long run, p,ay less than thafproduct, less by a ijum which is to 
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constitute liis own prdfits. If tlie product is to be greater, he 
can afford to pay more j'if it is to be smaller, he mufjt, for his 
own ^interest, pay less. 

,It is, then, for the sake of future production that the labor¬ 
ers are emjdoyed, not at all because the employer has posses¬ 
sion of a fund which he must disburse. It is the vai.ue or 
THE ruonucT, sircii as it is i,ike.i,y to pbove, which 
oeteeminAs the amount op the avages that can be paid. 
Thus, it is production, not capital, which furnishes the motive 
for employment and the measure of M'ages. 

In saying tliqt production furnishes the measure of wages, 
it is, of eoursij, not to be understood that wages, equal the 
j#oduct of industry. The advocate of tlie wage-fund asserts 
that capital furnishes the measure of wages, meaning tliat the 
amount to be j)aid in wages is some part of the aggregate 
capital of the country, the ratio between the two varying 
from time to time, indeed, but being, for any given moment, 
fixed by the existing conditions of industry. So I say, pro¬ 
duction furnishes the measure of wages, meaning that the 
amount to be paid in wages is some pai'l of the product of 
industry, the ratio between the two varying, probably, from 
time to time, from causes innumer.able, but being, for any 
••j-given moment, fixe<l by existing conditions. 

466. No Wage-Fund Irrespective of the Industrial 
Quality of the Laborers.—Hut if produT'tion furnishes the 
measure of wages, the amount -so to be paid can not be in-e- 
;?pective of the industrial quality of the laboring class. If we 
assume that upon a ciiKivated island are took and c.arts and 
anitnals for draught, /ind other forms of capital adequate for 
a thousand laborers, the production -will vary within a very 
wide range according to the indiyitrial q\iality of the laborers 
using that capital. If we suppose them to be East -Indianiif 
we shall have a certain annual pijoducit; if xve suj^ose 
Bussian peas.mts to be substitutedffor East Indians, we shall 
have \vYicf or three times that product; if we suppose 
Englishmen to be substituted for Russians, we shall have the 
product again multiplied two or three fold. An Englishman 
will do from three to thirty times* as much work in a day as a 
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Bengalee, according sfe the nature of the work ma\ea smaller 
or larger demands upon the skill and, strength of the laborer. 

By tlip wage-fund theory, the rate qf wagos*would remain the 
same through these changes, ’iAasrauch» as the aggregate 
'capital of the Island and the number of laborers in the market 
would be unchanged, the only difforeiKJe being foond in the 
substitution of more ,efiicieut for less eflScient laborers 
According to the’ view here advanced, on the coatrary, the 
amount to be paid in wages should and would rise with the 
increased production due to the higher industrial quality of 
the laboring population. Whether it would rise in exact 
proportion thereto is not the question we are no^j considering. 

457. No Wage-Fund Irrespective of the Number (jf 
Laborers-—But, further, if production furnishes the measure 
■of wages, the amount to be so paid cannot bo irrespective of 
the numbers of the laboring class. 

By the wage-fund theory, the amount that and will bo 
paid in wages is a predetermined dividend, tho number of la¬ 
borers being the divisor, and the average wages the quotient. 
Just in proportion as the number of laborers is diminislied will 
the average wages bo raised ; just in proportion as the number 
of laborera is increased, will tho average wages bo lowered. 

“ There is no use,” writes -one of the expositors of this doc¬ 
trine, “ in arguing against any one of the four fundamentaT' 
rules of arithmetic. The question of Wijges is a question cf 
■division. It is complained tnat the quot:ent is too small. 
Well, then, how many w.ays are there to make a qu'otient 
larger ? Two ways. Enlarge your dividend, the divib^r re¬ 
maining the same, and the quotient will be larger; lessen y, 0 ur 
divisor, tho dividend remaining the same, and the quotient 
■will.bo larger,” 

This theory, that the number of laborers constitutes the di¬ 
visor of a predetermined dividend, is manifestly erroneous, be¬ 
cause it leaves ou^ of account tho influence upon production 
cf the condition of Diminishing Returns, or th*e reveisp» ™ ‘‘S' 
ricnlture, as well as the mechanical offects of the'divisiou of 
labor. 

Let us, first, suppose th^t the island occupied by the body 
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of one thousand laborefs before .referred' to. contains a gi'eat 
breadth of choice arable Ifind, of whicfh the laborers have been 
hitherto able to cultivate but a small portion. If, now^ the 
number of laborers<be increased twenty per cent, with a cor- 
re'sponding increase of capital, production will be more than 
proportionally increased (see par. 50), through the effect of 
the division of labor and the union of forces in production. 
Here, again, we find the wage-fund theory at fault. So great 
is the virtue of this cause that an increase of laborers—before 
the condition of diminishing returns is reached—might be fol¬ 
lowed by an increase of production even in the lack of a pro¬ 
portional inerga^ of capital, or indeed, of any increase at all. 

^458. But now let us take the condition of dimiriishing re¬ 
turns in agriculture, that state where, if anywhere, it might 
be supposed the wage-fund theory would hold good. In such 
a colidition, the soil, as we have seen (^par. 51), fails to re¬ 
spond adequately to now applications of labor; the product 
falls off., not absolutely, but relatively; and, thus, while the 
aggregate crops are larger through the incoming of new la¬ 
borers, the actuaj. amount falling to each laborer is diminished. 
Wages fall. But does this happen in accordance with the eco¬ 
nomic doctrine we are considering ? No; yer capita wages 
^fall, because per capita production is diminished, although 
often this is coincident with an actual increase of capital. 

It would be bruta,! to inflict further blows upon a body so 
exanimate as the theory of the Wage-FunS. The natural and 
the literary history of this doctrine will be found at length in 
an article in the North, imerican Review, for January, 1875. 


VI. 

THE MULTIPLE OK TABULAR STANDARD OF DEFEI^Ei^ 
PAYMEN'eg. 

459. We saw (par. ISl) that, with a view to avoiding the 
fluctuations tp 'which even the precious metals are subject, 
through long periods of time, it h^iS been proposed by writers 
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of eminence to creaW a multiple or tabular standard of value. 
This is to be done by joining together a number of articles, of 
impojtafice in the economy of daily,life, in «ftach a way that the 
fluctuations of value in the sevtrftl constituent articles ‘shall 
largely nebtralize each other. 

460. The details of the scheme as proj)osed by these writers 
may Im stated as follows. A number of articles in general use, 
corn, beef, potatoes, wool, cotton, silk, tea, sugar, ecrflec, indigo, 
timber, iron, coal, and others, shall be taken, in a definite 
quantity of each, so many pounds or bushels or cords or yards, 
to form the standard re(juired. The value of these articles, 
in the quantities sjaaufied and‘all of standard‘quality, shall be 
ascertained monthly or weekly by governnu'iit, anu the toyd 
sum which would at the time purchase this bill of goods shall 
be, thereupon, oflicially j)romulgated. Persons may the' , if 
they choose, make their contracts for future payments in Serins 
of this multiple or tabular standard. 

For example, suppose I sell a house to-day, the value of 
which, as agreed u|)on between myself .and the punhaser, is 
$20,000, (tne-half to be p.aid d.>wn at the tipie, two-tenths to 
be paid in two years, three-tenths in five years, with interest 
on the last two sums. One-half of the purchase money, being 
payable at once, is p.aid iit money, 110,000 in gold or banl^ 
notes. For the rest, the purchaser and I look at the last }mb- 
lished statement oJ the government commissioner, a'’d find the 
value of a unit of the tabular standard to be $12.50 ; th.at is, 
$12.50 will now purchase the bill of goods which foim the 
standard. The purchaser then gives *ne two notes, one for 
320 units of the tabular standard* payable in two years,rfind 
one for 480 units, pay.able in five rears, with interest .at six 
per cent., per annum, meanwhile. At the end of the first year, 
the two parties interested look in the oflicial gazette, and find 
the^value of the unit at the time to be $12.75. There is then 
to be paid one year’s interpftt on each note, amounting, ill the 
case of tfie first note, to 19.2 units, which ol'ligatiqj^is dis¬ 
charged by the payment of 1244.80 in current m’oney ; and, 
in the case of the second note, to 28.8 units, which dbligation 
is discharged by the payment of $367.20. 
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At the end of the seeoiid year the value of a unit of the 
tabular etaudard might be ascertained to be $13, or $12.25 ; 
in the latter case tlfe interest on the first note is disSii^rged 
by thd payment of $835.20, alid that on the second note by 
the payment of $352.80. If, however, the value 6f a unit 
has been ascertained torbe $13, the intere.st on the first note 
■will be $249.00, and that on the second note $374.40. 

Ilut the j)cincipal of the first note, 320 units, is now to be 
paid. A similar computation shows that, if the value of the 
tabular standard is $12.25. the maker of the note must pay 
$3,920 to discharge his obligation ; if the value of the unit be 
$13, he must p^iy $4,160. 

^01. What has been Effected?—Now, without waiting for 
the maturity of the second note, let us see what the use of 
the tabular standard has thus far effected. "When I sold my 
liouseV two years before, I gave the purchaser two years’ credit 
for two-tenths of the price. Had I taken the money at the 
time, it would have bought me so maiiy pounds of beef, so many 
bushels of (!orn, so much iron, coal, etc. Now, at the end of 
the second year, -adiat I receive as the stipulated t'Wo-tenths 
payment for the house will bring me precisely the same amount 
of beef, corn, iron, coal, etc. Meanwhile the'debtor has paid 
every year, as interest, enough rto enable me to purchase 
six parts in a hundred of this entire list of commodities. The. 
purchaser has had thp advantage of obtaining credit, to that 
extent, but has derived no unearned benefit from the delay of 
payment; and, on the other hand, has been protected from 
any loss through that source. 

4Q2. It is to be observed Vegarding the proposed tabular 
standard, first, that it'is not obligatory upon any one to use 
it. 'Persons buying and selling still make their contracts in 
terms of money if they please. The government merely^ 
affords them the opportunity to make their contracts paya^)le 
in units of the tabular standard, iff ^t be worth their while to 
do so. »Secondly, the only machinery required for the opera¬ 
tion of this system would be a commission to ascertain the 
current prices of 'the articles on the official list and to publish 
the same. No new method of a(joounting would be intro- 
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duced. Interest and principal could be*coniputed as easily as 
under thp present system. The courts would enforce the obli¬ 
gation of contracts on precisely the same principles when 
expressed in units of the tabular standard,* as when expressijd 
in dollars or pounds sterling. Thirdly, no new medium of 
exchange would be introduced. The ireditor wduld not be 
■obliged to receive^ at thiu maturity of the note, so many cart¬ 
loads of vegetable, animal and mineral products, tcf be hawked 
about for sale. The j).ayment, at the maturity of the obliga¬ 
tion, would be made in money. The only effect of the intro¬ 
duction of the tabular standard would be to dcjcide how much 
money atjthat date constituted tlie equivalent,*in the power 
to purchase the necessaries, comforts.and luxuries of life, of the 
money which would Ijavc been ])aiil had the sale been for casli. 
In short, it is a means of giving and taking credit witl u it 
receiving an unearned advantage or suffering an undeserved 
injury through flacfuations in the v.alue of money. 

463. Is it Practicable?—Such being the contemjdated 
advantages of the system of a tabular or multiple standard, 
the question whether the use mad'j of the .syst»m, if established, 
would be- worth_ the small degree of effort necessary to 
establish it, is a question which could only be answered after 
trial. The mere fact that the scheme is sound and 
advantages of its, adojjtion unquestionable, would not of 
itself be sufficient to secure any considerable application of 
this standard to the -actual .operations of trade. It took 
hundreds of years for the Arabic figures to drive thq 
abominably clumsy Roman figures oift of the counting rooms 
of great merchants and bankers. The /low progress of "the 
metric system, even in this age of innovations and, of quick 
. communication, affords a rjeasure of the difficulty of sup- 
;slanting one habit of trade by another, however mug]) supe¬ 
rior.* 

The practical limits of this system, were it ^o be once intro¬ 
duced and tried, are fairly a matter of doubt. Profr'^Ievons 
deemed it practicable to extend this mode of determining the 
claim of the creditor, the obligation of the debitor, to ordi¬ 
nary commercial paper having three months ,or more to run. 
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I do not myself appreiiend lhat thc system would trench, in 
any considerable degree,! on the fiefd of so-called commerce. 
The merchant, buying every day and selling every day, giv¬ 
ing notes with one hand and taking them with the other, may 
fairly look to see his losses, through fluctuations, in the pur¬ 
chase power of money'’ offset by his gains through the same 
source ; or, in a worse result, he is in. a position, by greater 
energy and economy, to make good his cajntal. It is essen¬ 
tial, or at least highly important to the conduct of business, 
in the modern organization of industrial society, that the mer¬ 
chant or manufacturer shall be able to tell just where he 
stands, at any,lime ; to strike ah exact balance between assets 
aijd liabilities. But this would not be possible with the tabu¬ 
lar standard. A note for 400 units, payable in September, 
might not offset a note for 400 units repcivable iu August or 
October. The difference might be smi}ll ; it might also be 
large. It would thus be impracticable for the man of business 
to cast up, at a moment, the results of any given transaction, 
or ascer},aiu jircc.isely his own standing. By the very descrip¬ 
tion of the systenj, every note givi'ii or taken woulU have to 
be licpiidatcd. , 

Commerce will not toh'rate any such obstruction ; and the 
gjcheme, so far as this ajiyilication *is concerned, may be dis¬ 
missed at once. Commerce will do the bc^t it can with the 
use of money and of credit expressed ip terras of money. 
Nothing is more ch.aracteristic ,of the commercial syiirit than 
the disposition to take the evil with the good, roughly to 
strike the average of givin and loss, yiromptly to charge-off 
had'debts, always looking on towards the future, never regret¬ 
ting the pi^st. This syiirit leads, doubtless, into many errors, 
but'it is the "^ery life of commereq. 

434. For what classes of contracts, then, might the multiple, 
tender be advantageously employed?^ J * 

Certainly the need of such a standard of deferred payments 
is mosf-Iseperative in the case of those who are not in the 
way of repairing any losSes they may suffer through fluctua¬ 
tions in tlie value of money ; upon whom the full effects of 
depreciation fall directly and rensain without relief. And 
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while the advantagfes of such safeguards upon the value of 
debts here rise to their hiaximura, the obstruction sinks here 
to a minimum. In permanent in^estmenfti of j)roperty not 
the least inconvenience will be eileounter<*d by the seho’me of 
a multiple’tender, which might be extended to the cases of all 
who have definitively retired from aciive life, ca»rying away 
with them all they will ever have to supi)ort old age and 
provide for theik children ; to tlui cases of li'ustees and 
guardians, under a solemn responsibility in the care of estates, 
where loss is more to be dreaded than gain to be desired ; to 
the cases of institutions whos(' funds are se(ju(‘stered from tin* 
stock of active caj)ital, for pious and charit'iljle uses. I’he 
funds of savings banks might be p\it nnder tiie sa!ue safe¬ 
guard, and government loans might also be issued in tenns of 
the multiple tender. 

VII. 

TBADK UXIONS AND STRIKES. 

» 

466. WJiolly a Practical Question.—It has been shown 
(pars. 348-56) under the title of Distnbution, that the question, 
whether any law or institution does or does not promote tl^e 
freedom of industrial movunent enjoyed by the (smimunity, 
is a question not to ]be decided a priori. ,t’onsideralion must 
be had of the actual effects of,such a law or institution, com¬ 
parison being made not betw'een the state wdiich wdll result 
therefrom and an ideal state of jx'rfec^ economic moliility, but 
between the new condition and tlie condition wliiidi does ikxist 
or probably would exist without that law or institution. 

Let us take the case of Trade ITnions, so V-alled, which 
uud.eytake, through agreements among themselves andjierhaps 
jimqltanypus slji^ca.a|piinst their employers, to fix wag.es, 
regulate the hours of laboi;,'and control many of the vartous 
details o:^ industry. To the first suggestions *of suaki^associ- 
ations, the economist promptly and jwoperly objects that all 
combinations in the sphere of economics are opposedlo compe¬ 
tition. ) The objection is well taken, and it remains for the' 
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advocate of trade unions to show sufficient cause for thus 
obstructing competition.. ' 

The economist Turtlier,alleges that such associations are 
liable, are even likely, to fall tinder the control of demagogues, 
who will use their power to bully or harass employers, to make 
unre-asonaWe demands, and to precipitate labor contests, in 
which the interests of all classes will be sacrificed to the self 
importance of a few managers. This poiht, again, is well 
taken. That liability, that likelihood, exists, and the advocate 
of tnade unions is bouiirl to show no sm.all degree of practical 
benefit resulting from such associations, to offset the mischief 
they .are almost certain to commit in the ways indicated. 

,^06. On the other hand, the .advocate of tra’de .unions 
iilleges that these associations, though in form opposed to 
com}ietition, and though subject to many abuses, do yet, m_ 
ccrtilin states of industriiil society, assist the laborers as a 
class to assert their interests in the distribution of the product 
of industry. This claim is not, on the face of it, unreasonable. 

We liave seen (jiars. 343-5) that com])etition, perfect com¬ 
petition, .affords„the ide.al condition for the distrJl)ution of 
wealth. But as we saw in the case of the audience in <a 
theater th.at h.ad taken fire, the .action of men in concert and 
glider discipline, while it can never be wiser than that of men 
acting coolly and intelligently for themselves, may be far 
wiser than the ae.tioji of men stricken with 'panic and hurried 
into a senseless, furious rush. Respecting trade unions, the 
question is not, whether joint acition is superior to the indi¬ 
vidual action of perso^qs enlightened as to their industrial 
int^rest.s, but whether joint uction m.ay not b'e better than the 
tumultuous .action of a mass, each pursuing his individual 
interest Vith. more or less of ignor.ance, fear and passion. 

Now, with a body of employees, few, ri<!h and powerful, 
liaving' a friendly understanding among themselves and a(jting 
aggressively for the reduction •■jf Vages or the extension 
of the imurs of ‘work, and, on the other side, a body* of labor¬ 
ers, numerous, ignorant, poor, mutually distrustful, while each 
feels under a terrible necessity to secure employment, who 
shall say that such a body of laborers might not be better able 
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to resist the destructive j)resrare fronj, the employing body, 
if organized and disciplined, with a common purse and 
with mutual obligations enforced by the public opinion of their 
class^ 

I said, destructive pressure, for we saw that the pressure of 
coi^etitipn, if it be uiieqj^ial, may Icivi to the degradatiou^pf 
tije laboring class .(pars. 345-7), just as the waves over which 
and through whieh a ship rides unharmed, when Jierself fiee 
to move, become crushing and destructive, let once the 8hij)’s 
bow be jammed between rocks or lodged in the sands. 

467. n. Strikes.—The question of the economic influence of 
strikes is a distinct question. ■ fl’liere have bedn trades unions 
which seldom or never resorted to strikes. Some of the grcjit- 
est strikes have occurred without the agency of orgjinized trade 
unions. For myself T entertain no doubt that the early strd.es 
in England, which followed the repeal, in 18:i4, of the Oflmbi- 
nation acts, were essential to the breaking u]) of the power of 
custom and fear oVer the minds of the working classes of the 
Kingdom. For centuries it had been a crime, by statute, for 
workmcn.to combine to raise wages or shorten the hours of 
labor, while masters were left i)erfectly free to combine to 
lower wages or lengthen the hours of habor. The beginning 
of the century found the laboring classes of England almost. 
destitute of political francdiiscs, unaccustomed to discussion 
and the free communication of thought,^tax-ridden poverty- 
stricken, illiterate. ’ What else than the series of fierce revolts, 
the rebellions of down-trodden labor, which followed Iliiskis- 
Bon’sact of 1824, could, in an equal p^iod of time, or, inueed) 
at smaller cost, ^ have taught the employers of Englam) to 
respect their laborers, and have taught tfie laborers of England 
'to respect themselves ; could have made the latter equally con-^ 
fideut and self-reliant in jireksing home a just demand, or made 
the former equally solicitous to refuse no demand thSf could 
reasonably be conceded ? » ' 

For,bdit rei^arked, perSfect competitioj[Vwhich..s^?ds thg 
only a bsolute security, nossible for equitable and b^heficial disr 
JributifiPjj^quires that each and eyery man for himself.shaE 
unrem ittingly seek and uu|ailingly find his best market. If 
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for any reason, whether from physical ‘obstruction or legal 
inhibition, or from his own poverty or weakness of^ will or 
ignorance, or throiljjh distrust of his fellows oj ahabif of sub¬ 
mission to his emjjl(/ycr or his 'social superiors, any man fails, 
in fact, to reject the lower price and to seize the higher price, 
the rule of comjietitioir is violated ; all immuiiit}' from deep 
and permanent economic injury is lost; the man may be crushed 
in his spirit) in his health, in his habits of life, and may thus 
sink finally and hopelessly to a lower industrial grade, llie 
history of mankind is full of examples of large popu¬ 
lations broken down by a competition to which they were 
unequal, until^tfiey have beeome pauperized, brutalized and 
diseased beyond the power of any j>nrely economic’causes to 
raise them upwards and restore them to industrial mauhood. 

468. Strikes are the Insurrections of Labor.—In claiming 
that Strikes may, in certain states of industrial soci('ty, in their 
ultimate effect really aid the Laboring classes, let me not be 
misunderstood. To strikes I assign the same function in indus¬ 
try which insurrections have performed in the sidiere of j)oli- 
tics. Had it not .been for the constant imminence of* insurrec¬ 
tion, England would not through several centuries have made 
any progress towards fr<'edom, or even have maintained its 
.jljheritod liberties. 

Strikes are the insurrections of labor. They are, wholly, a 
destructive agency., They have no creative power, no heal¬ 
ing virtue. Yet, as insurrections have played a most im])ortant 
part in the political elevation of downtrodden j)cople, througL 
the fear they have engo'idered in the minds of oppressors, or 
through the demolition of olit-worn institutions which have 
become first senseless and then ])ernicious, so strikes may 
exert a most jjowerful and ^alutar^ influence in breaking up a 
crust of custom which has formed over the remuneration of n 
body 0 ? laborers, or in breaking through- (^mbinationp -of 
employers* to withstand a legitimate advance of wages. 

I * " Masters are always and everywhere in a sort of tacit, but constant 
iand uniform, combination not to raise the wages of labor alwve their 
actual m\e.''—Adam Smith. 
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Doubtless even mo»e iinpo^ant thaq the specific objects 
realized by strikes, has been thepermajient impression jmoduced 
upon tlfe minds and the temper^ of bol^i employers and 
employed. The,men have acquired confidence in themselves 
*And trust in each other ; the masters have been taught respect 
I for their men, and a reasonable fear of them. » 

Nothing quickens the souse of justice and equity like the 
consciousness that unjust and inequitable demands or acts are 
likely to be promptly resented and strenuously resisted. 
|Nothing is so potent to clarity the judgment and sober the 
i temper, in questions of right or wrong, as .to know that a 
'mistake will lead to a hard and a long fight. ‘ 

469. "WTiat is the Failure of a Strike P—Iv or must it Ije 
thought that because strikes often, ])crhaps we might say com¬ 
monly, fail of their iuimediate object, they are, theref ■ •, 
nugatory. Many an insui'rection has been put down spetslily, 
perhaps with great slaughter, which has been followed by 
remission of taxes," by redress of grievances, by extension of 
charters and franchise's. It may be considered d<nibtful 
whether the successful or the unsuccessful insurrections of 
England have done more to advance English liberties. Of 
the rising of the peasantry against Richard II., wdiich was 
suppressed in a few days, Rrof. Thorold Rogers says : “ The 
rebellion was put down, but tlui demands of the villains* were 
silently and effectually accortled. As thev were masters for a 
week of the position, the dread of another servile war pro¬ 
moted the liberty of the serf.” Even an unsncces.sful strike! 
may make employers more raodeoate, considerate and) 
conciliatory, as they recall the anxieti“s, the struggles andihe! 
sacrifices of the conflict. ^ 

* 470. Better than Strikes.—Yet, as insurrections mark off 
the first stages of the movement towards political freedom, so 
strikes belong t# the first stages of the elevation of masses of 
labor, long abused and o[ce]>;y debased. Happy is that people, 
and prouil m.ay.they bo, wdio can enlarge their fjgirchi.sos 
and perfect their political forms without bioodslied or the 


Persons holding land by a servile tenure. 
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threat of violence, the- long debate of reason resulting in the 
; glad consent of all. In like manner,(no body of laborers can 
iget forthemselve^by extreme measures so much of honor and 
jojf profit as they wsll when, through cultivating moderation, 
I good temper and the spirit of equity, they {attain the 
I capability of conducting their probably unavoidable disputes 
i with the employing class to a successful conclusion without 
ireconrse t-3 the brutal and destructive agency of strikes. 
With political rights such as are enjoyed by all classes in the 
United States, with universal education, free land, the quick 
communication of ideas, the cheap transportation of persons 
and effects, the' abundant opportunities offered for accumulat¬ 
ing and investing savings, it is a shame to us, as a people, 
that we have not yet made for ourselves a better way out of 
our industrial disputes. 

1. III. Factory Acts.—We should apply the same tests to 
any existing or projected legislation intended for the relief of 
the laboring classes, jSuch as acts restricting the hours of 
labor, oroviding for the safety of operatives against accidents 
from machinery, directing the sanitary inspection of work¬ 
shops and factories, prohibiting the employment of children 
of tender age or of women underground, or in work unsuited 
• ..fo their sex, or immediately before or after confineinenty The 
one question in regard to each such measure is not whether 
its intention is philanthropic or otherwise ; not even whether 
it does or does not, in form, violate the principle of competi¬ 
tion ; but whether it docs, in effect,* and in the large, the 
long, result, leave Jh.edabqring_classe8 better off. or worse of^ 
as-to. the ability and disposition to seek and to fi.nd.the.ir host 
market. : whether, in fact, in the condition of industrial 
society thdn and there existing, it promotes or retards 
competition. 

The beginning of the present century found children of 

•t |. 

* “ JnjJiscussIng these matters, we need, above all thingr, discrimina¬ 
tion. One hundred modes of government interfereneS might be mentioned 
of which fifty might he very desirable and fifty condemnable. In each 
case, as 1 contend, we must look to the peculiar aim, pmpose, means ant 
circumstances of the case.”—Pro/. Jevom: The State in Relation to Labor. 
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five, and even of thre« years age, in .England, working in 
factories and brick-yards; women ^yorking underground in 
mines, harnessed with mules to carts, drawing heavy loads ; 
found the hours of labor whatetor the aviarice of individual 
mill-owners might exact, were it thirteen, or fourteen or 
fifteen ; found no guards about machinery to proU'Ct life and 
limb ; found the air of the factory fouler than language 
could describe, even could human cars bear to lieaj' the story, 

472. English Factory Legislation.—The factory legisla¬ 
tion of England, the necessity and economic justification of 
which the Duke of Argyll has called (par. 248) one of the 
great discoveries of the century in the science of government, 
began in I'BOS, with an act which limited the hours of lab^r 
in woolen and cotton mills to twelve, exclusive of meal times, 
imposed many sanii..ry regulations upon the working .rid 
sleeping rooms of o]ieratives, required the instructioA of 
children during the first four years of apprenticeshij), and 
provided an official inspection of establishments for the due 
execution of the law. Further legislation was had in 1816 
and 1831 -f while in 1833 was p.issod the important act known 
as 3d and 4th William IV. (eh. 103), which forbade night 
work in tlie case' of all jiersons under eighteen years, and 
limited the labor of such persons to twelve hours, inclusive of 
an hour and a half for meals ; jirohibited the enijilojonent of 
children under nine ^ears of age—while, between tlie ages of 
nine and thirteen, the hours of labor were reduced to eight; 
prescribed a certain number of half-holidays, and required 
medical certificates of health on the admission of children to' 
factories. Numerous acts have efilarged the scope of th<}se 
provisions and extended them to other classes of workshops 
abd factories ; while, with the good faith and thoroughness 
characteristic of English administration of law, a rigid and 
r^enjiless insj)cction compels a punctilious compliance*with 
these provisions in ever^ w(/rkshop and factory of the kihg- 
Jdom. Tlfe printaple of the English Factory'acts jjs'f been 
islowly extended over the greater part of Europe. ' 

473. Economists Oppose Factory Legislation.—Unfortun¬ 
ately for political economy,.its professors in the Universities, 
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in Parliament, and ta tlie pivss, generally ranged them¬ 
selves in opposition to this legislation. Acting upon a scries 
of arjntrary assumptions which fell far short of the' facts of 
human nature, the English economists insisted upon attribu¬ 
ting to the individual initiative of the laborer, however 
miserable dhd blind alid weak, however overborne by circum¬ 
stances and bound to his j)lace and wouk by j)overty, ignorance 
and inertiif, all that ec^onoinic virtue which belongs to tho 
individual initiative of the laborer when fully alive to his own 
interest, alert in seeking the highest 2 >rice for his services or 
commodities, a;id able to move freely to his best market with¬ 
out hindrance from any source, whether within or without hiin- 
st‘lf. They asserted that labor was fully comj)ctent to protect 
itself against abuses, if left free by law. They asserted that 
all restrictions upon industry are obstriv'tivc, failing to sec that; 
whife restriction and regulation are obstructive as against ani 
imagined condition of jierfect practical freedom, these may} 
actually increase the ease and readiness of movement in a state ! 
where obstructions exist on every hand. They argued that toj 
limit tho ppwer (sf the operative to sell his labor niust^^ i n tin- 
end, diminish the ju-iee he will get for it, not seeing that, ju8t| 
as a crutch, while it is only a hindrance and a burden to a> 
• saund man, may keej) a cripple ffom falling to the ground,; 
and miiy even en.able him slowly and fcfbly to walk, so a; 
restriction upon contracts for labor mtty corrcsjmnd to an J 
infirmity of the laboring clqsscs under eert.ain moral and; 
^jihysieal conditions, in such a way as to give them a greateri 
freedom of movement than they Avould have without it. ' 
I said that it was unfortunate for i)olitic.al economy that tlie 
professional economists of Engl.and ojtposed the factory acts. 
This had the effect to set both i^en of affairs and the masses 
of thy.j)eoj)le against political economy. I'he latter W'cre aligi- 
ated by what they deemed either indifference to human sr.ffer- 
ing or subserviency to the interests of capital. The former 
saw hlhv ■far wrong the jtursuit of this so-called science could 
carry intelligent men, dn a practical question. To them this 
seemed to justify the contempt so generally entertained by 
men of affairs for “theorists.” Tlie cause of the trouble was 
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not that the economists w(;re tlieorists, kit that thoy weretbad 
theorists. Their tlieories 'did not cowr the facts of the case 
they l^jid’undertaken to deal with. ,,Tlie economic men* tlicy 
had created for the jinriioses of tifeir reasoning were no mor,e 
like Englishmen than were the Houyhnhnms of Jonathan 
Swift. 

That legislation prohibiting facto, y labor in excess of what 
is compatible with'hoalth and strength, having due* respect to 
conditions of age and sex, requiring the observance of sanitary 
principles, and jirotecting wor1<ing jieople against abuses as to 
the time and form of paying wages* nmy be practically bene¬ 
ficial in a high degri'c, has loiig passed beyonij controversy 
among the statesmen of nearly all civilized countries. If 
political economy objects to such legislation, so much the 
worse, as I said befon;, for political economy. But I hope 
there has been shown gufiieieiit naisoii for holding that noluch 
opposition of principle exists; and tliat both the largest pro¬ 
duction and the most ecpiitable distribution of w'calth may be 
subserved by legal regulations wisely conceived to nyet the 
grave and perhaps incurable Iniinuitics <4' manufacturing 
populatiouii. 

* Sec par. 31. ’ 

f Along series of parliamentary battles have boon fought over the quos* 
tion of Truck, that is,‘the ]iiiymonl of wages in eommoditief instead of 
the money of the realm! By tho ac t of 1 Stitt, tins praetieo (e.xcoptin the 
form of giving “ board” as a part Of wages) was prohibited in respect 
to mining and manufacturing industry geuetally. 
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THE KNIGHTS OP LABOE. 

474. Th^ Eolations to Trade Unions—The public mind 
of England and, though in a loss dogroe,, of America, has 
become accbstomod to the idea of the organization of bodies 
of laborers, for mutual su])port .and for the promotion of their 
common interests.j lleginning fifty or sixty years ago, the 
modern trade ivdon has worked its way, against a deep preju¬ 
dice on the jiafcrt of enijdoyers and of economists, alike, to very 
gSiieral acci'ptance. I believi' it to be true that the best pub¬ 
licists and the most judicious men of business in England con¬ 
cede that the trade unions of the kingdom, whatever errors 
may have been committed in the coirrse of their develop¬ 
ment, now fully justify themselves by itheir acts. In the 
United States, I have, within the jiast year or two, been 
assured' by three prominent railroad jiresidents that they 
would greatly juf-fer dealing with the locomotive engineers 
as members of their brotherhood, to dealing, with tiiem indi¬ 
vidually ; and Ih.at tlu'y believed the influence of this organi- 
‘ zation to be, over the whole country, good. Generally speak¬ 
ing, how(‘ver, employers among us are lessdully reconciled to 
the existence and aC'dvity of trade unions‘than are employers 
in England, probably bec.ause trade unions, with us, are in a 
.stage which in England was ])assed almost a generation 
ago ; ])erhaps, .also, because.such associations' are less needed 
here than there. . 

Within'the past three or four years|[a new development in 
the organiz.ation of the laboring ciass has taken place in the 
United. States, in the form of a general confederation of trade 
unipns, re-enforced by large numl^ers «f ptvsons not atta‘ehed 
to anv union, luidcr the title, Knights of Labor. The esscn- 
tial objeA; pf the new confederation is to bring to bear upoa, 
employees, either in strikes or during those discussions, regard¬ 
ing hours of Vork, rates of wages, etc., which might be expected 
to result in strikes, a pressure more severe, mord unremitting, 
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more far-reaching, tKan any isolated body of laborers or even 
the most formidable trade unions emild hope to produce and 
maintain. By drawing the whole laboring class* of the^coun¬ 
try into one mighty coufederatio?i, whoso" ti nde d ijjlrii:tg..a’td 
assem bly di stricts, while they ])roviile for tlie local needs, or 
the characteristic trade re(juireuients, (?f their sevt'!-al constitu¬ 
encies, shall yet be subject to the legislation of a general labor 
congress and to the executive authority of a suprAiie council, 
it is intended to inaugurate a new era in the so-called “ conflict 
of labor^and capital.” 

In principle, this organization does not jlifFer from the 
smallest trade union. The distinction between»the two is one 
purely of degree. In practical effect, however, the Knights 
of Labor, if they shall accomplish as much as one-half their 
declared purposes, will produce a veritable revolution ill indus¬ 
try ; a change, no longer of degree, but of kind * 

■ The difference it^ just hero. Uptothistime the labororgau- 
izations, the trade unions, have, on the whole, not done more 
than offset the great economic advantage which the .employ¬ 
ers of lal^or enjoy in the increasing strugghnover the product 
of industry. ■ When I say the labor organizations have not 
done more than this, I do not ovindook the fact that they have, 
at times, done a great deal which was aside from this ; have 
wrought much mijjchief, in bad blood or under the guidance of 
demagogues, through acts whi'di were reprehended not less by 
their own wiser members th.m by the general sense of the 
community. What I mean to say is, thaf,irrespecti\e of-suoli 
sporadic acts of .folly, the imwer^dvtli to the working classes 
by their organizations, added to the jiovyer which those clilsses 
,^'ould have wielded, if unorganized, has not been jnore than 
enough to secure the full, attentive and respectful consider¬ 
ation of their interests and claims. It has not been^enough, 
spelking broadly,,'to oyerbear the master’s rightful authority, 

. . .. “ ■ ¥ '■ ■ " '■ ■ ' ' X ~~' ■' ■■ 

* In fact, the Knights of Labor, at tlieir rjaximum, InclvxlcU about ten 
Iier cent, of the laboring population, agricultural or nwchanical. Within 
the large factory industries, however, the proportiofl was very much 
greater, the “ Knights” having’almost complete contrpl of many trades. 




VOLiriCAL ECONOMY. 


’386 

‘ to interfere with his n(Jce8sary control of'his business, to ren¬ 
der it unsafe for him to undertake contracts, much less to 
transfjjr the initiative in production from him t<v his 
. werkmon. ' 

476. The Laborer must look out for his own rnterest.— 
The reader who has cartdully followed the eoursp of discussion 
in this treatise will not have failed to jipprehend the opinion 
of the writei, not only that an active .and even eager pursuit 
of their own interests by the working classes is a condition of 
their realizing the utmost economic good that might be 
brought to them^ but that it is, not less, for the interest, the 
particular, selfish interest of the' employing class themselves, 
thrt they should have to do with men who are acute and alert 
in searching out oj>portunities for the improvement of their 
own condition, with men who are bo,ld and persistent in 
follo^'ing up every j)ossible advantage^ I believe that the 
industrial rei)nblic has as little need ashas the political republic, 
of citizens who have no opinions for themselves as to their rights 
.and intefests, but thankfully receive whatever, in the time and 
jilace, may be ofits’cd them. I believe it is eminently for the \ 
prosperity and growth of the community th.at each gnd every 
member, whatever his place in the industrial order, should 
•strongly desire to improve his condition, .and should seek to do! 
so by all means which .are compatible with^ industrial ])cace., 
I have even, under q. preceding title (Str^ccs), expressed the 
opinion that, on rare occasions agd for manifestly good reasons. 
Industrial warfare itself may result in the better adjustment 
of economic relations. * 

476. The Balance of Power between Employers and 
Employed.—The accomplishment of the avowed purposes of 
the Knights df Labor, however, would lead to the complete'^ 
subjugation and subjection of the employing class, a result^ 
whicliTin ray view, would be fraught with the most miscl^ev- 
ous consequences. Up to this tim^^the tra(ie unions have, in 
general^ bjought to bear a sufficient pressure to make employ¬ 
ers carefully considerate'of the wishes and interests of their 
laborers, anxio;ts to avoid all causes of offense, willing to con¬ 
cede whatever they possibly can. 1 This is as if should be. 
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No good comes from "the exercise of unchecked and irrespon¬ 
sible power in industry, ahy more than in government. 

On^he other hand, the trade unions, up To this time, while 
they have been able to make theihsclves heard and eonsiJereiJ, 
while they have had all the power necessary to cause the 
employer to be desirous and even anjJious to concede every 
reasonable demiind, haye yet, in the main, shown a sense of 
responsibility for’ the fairness and reasonablences of their 
demands. They have known .at the outset, or have learned 
as the result of unsiiccessf ul contests, that there is a limit to 
their power ; that, in making excessive and exorbitant claims, 
they are likely to be beaten ; and that every (}efeat on such 
an issue weakens themselves and stnmgthens their antagonists 
for any future contest. In a word, while, under the condi¬ 
tions which subsisted tjntil within the last three or four j.aiiS, 
many e mployers weiv,, by force of temperament, nnreasoifably 
jM‘bitr<ary, and large b odies of laborers were, on their side,..often, 
unreasonably exacting, something approaching an equilibrium 
had been reached betw'cen the powers of tin; two ^parties, 
securing industrial peace to as great a degrey as might fairly 
be expected under the rightful and desirable ambition and 
self-assertion, the fortunately growing ambition and self- 
assertion, of the w'orking classes. 

477. The Subjugation of the Employer,—On the other 
hand, ^such a confeijeration of labor as is, now proposed and 
.attempted would utterly destroy the balance of industrial 
power, leaving the employcr.only the choice between conced¬ 
ing any and all demands, however uni^asonable, or ceasing to 
produce. ) And this object is distinctly avowed by the leaders 
in this movement, some of whom have carried thgir scheme 
out to its full logical conse^quences, declaring itf to be their 
purpose to bring about a state of things, in wdiich, while the 
emjioyer shall still occupy his formal attitude in proSuefion, 
he shall be, in effect, only,*the paid, doubtless the well-p’aid, 

■ ^ent of what» they are pleased to call “ the jjrofluctive 
classes.” The employer is still to rerailin the superintendent of 
the industrial operations he is still to risk his ow’n capital 
and the borjsowed capital •for which he has made’himself 
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responsible ^ be is still^to exert bis technical, administrative 

and financial skill in the 'conduct of the business over which 

« < 

he is .placed ; he is still -to pxercise authority, so as 
permitted, over the personnel of the works or factory. ' But 
the real initiative in j>roduction is to rest, not with him, 
but with th*c council or committee or executive olficer, not, 
indeed, of his own laborers, but of thosoof the whole country ; 
he is to engage no one and to discharge no one, without con¬ 
sent ; others are to decide for him all questions relating to the 
quality of work or the conduct of his workmen ; .the hours and 
general conditiojis of labor, the rates of wages and the times 
and modes of payment, are to be determined by the general 
})aVliament of labor or under its authority. 

Beyond this, I do not understand that it is the present pur- 
j) 08 e jOf the promoters of this movement! to go. For example, 
if I rightly understand the matter, the employer, having pro¬ 
duced goods under the conditions recited, ydll be left free to 
dispose of them at his pleasure, selling them to whom he will, 
at such prices and on smdi terms of payment as he choose, 
unless, indeed, that be prevented by some “ boycott,’’’ * placed 
upon some person or class of persons, or upon sonva kind of 
goods, or upon the jiroduct of certain machines, under author- 
* ity^f the parliament of labor or of its executive officers, for 
some industrial, political, social or personal Reason. 

478. Difficulties attendant on the Scheme.—Of course, no 
“ long headed ” man, and there .are many such among the j)ro- 
jnoters of this movement, expects-that any one of the present 
employers of habor will find ^he conditions thus imposed agree¬ 
able,or will submit to,them if he has any choice, short of leav¬ 
ing busineos. ITiey anticipate that many employers will ref us^ 
to submit to such conditions and, will relinquish production, 

* The designation of this new weapon of industrja! and social wa-fare 
is derived from an Irish gentleman, one V^aptain Boycott, against whom 
It was, asfey, years* ago, so conspicuously employed byihis hosfile tenants 
as to cause hfe name to be permanently affixed thereto. To boycott is 
simply to place under a ban. No person who respects the authority 
which lays the bdycott will deal with a person thus placed under-the ban, 
or with any persoq who does deal with him. ' 
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perhaps with consequences immediately Injurious to their labor¬ 
ers and to the community. They aiJticipato that others will 
resistwiolently, throwing their \jrhole energies and fortunes into 
the contest, lighting with fury, as if for life, and only ceasiag 
their struggles when bound hand and foot. But they expect that 
still others will submit, more or less unwillingly, to the terms 
imposed upon them, and will consent to carry on business under 
the new regime. The next generation of employer/they look to 
see made up of men bred and f.rained under the new conditions, 
men who, born into such a state of tilings, and not knowing 
any other, except histoncallyj as belonging t-j a bad past age, 
when the^rights of labor were not respected, rill accept the 
situation as cheerfully as the Frenchinan of to-day accepts die 
great Revolution. Such men, it is believed, will be both glad 
and jiroud to wield the limited, delegated powers then pertain¬ 
ing to the position obthe employer of labor; and will, in good 
laith and good feqling, execute the laws and decrees of the 
parliament of labor or of its supreme or local council or of any 
committee thereto authorized. . 

Probably, also, none of the more clear sighted of the pro¬ 
moters of this movement anticipate that the. legislation of 
their congress or the decrees of their standing councils or the 
acts of their executive officers will, at first or for a long time, 
be free from mucji that is visionary and unpractical, or even 
from the influence of personal piques, jc;ilousic8 and animosi¬ 
ties. They doubtless anticipate that imich that is futile will be 
attemjited, and that much that is mischievous will be r -com; 
plished. No intflligcnt person co^uld flossibly believe that such 
tremendous and far-reaching powmrs c<pdd be placed, aM at 
/>nce, in the hands of a few men without grave abiiseftbeinggcUT 
crated; or that a machine sq gigantic could be set'uj) and put to 
■yorking without much jarring and friction, and an occasional 
accident, even if J ])ermanent breaking-down be avofdeHT* 

Tlie n^en who are conce/ned in this moveinent are shrew'd 
enough to see Aat the sense of the entire helplessaesS of the 
employing class must inevitably affeUt, and affect profoundly, 
the ju4gment and the will of the soundest, wisest, and most 
fair-minded • representatives whom the body of ' laborers 
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could select, rendering.them less .sound, I6ss wise and less fair- 
minded than they would.be in dcalii/g with a body of employ¬ 
ers who were not Helpless, but had the ]) 0 wer to resist and to 
Btyike*back, if crowded too far. These men, also, are shrewd 
enough to see that there is great likelihood that tlie sense of 
the helplessness of the‘emj)loying class will so operate, at least 
in the first instance, upon the minds o.f the body of laborers 
as to cause.them to select, as their representatives, not the 
soundest, wisest and most fair-mibded of their class, but those 
who are extreme, arbitra>’y and arrogant in ch.aracter and in 
manners, and who will fast become more and more so, through 
the exercise o:^such tremendous' powers. 

tAll this, any clear-minded person must see, on the first con¬ 
templation of such a scheme ; .all this, doubtless, the leaders of 
the Kuights of Labor fully realize ; but, were these probabili- 
tics presented as au objec^tion to that sclpune, they w^ould ung: 
yfcr, that the education of the mass of laborers, to use, withoup 
abuse, such and so great industrial powers, is, in their belief, 
practicable, in time, in such time as would be taken for accom¬ 
plishing any othgv great moral and intellectual advince; and 
that such an education and training of the mass of laborers 
would itself be a social and )K)litical gain, far transcending in 
, vjiljje even the industrial blessingg which the most sanguine 
could look for from the fullest success of the proposed scheme 
of democracy in industry. , 

479. Another View of the Knights of Labor.—I have 
sought to state, fully and fairly, .wliat I understand to be the 
purpose of the leading promoters of the organization known 
as t,he Knights of Labor. I^a-obably many, even .among the 
leaders in this movement, probably piost^ of, the. mcmber.s. 
t the or gan ization, regard it as an effort to give encouragement 
and moral support to the constituent trade unions and ^ 
S bodieToi labor heretofore isolated ; as a means of stimulating 
the'self-respect and self-assertioii, of the laboring ^ class, of 
promoting, their mutual acquaintance, of stitengthening the 
feeling of d common infibrest among them,'^ratber than as a 
serious atftemp,t'to reverse the relations heretofore subsisting 
between employer and employed a«d to transfer the initiative 
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in production and the control of iudt^stry from the former 
to the latter class. . In “this narroxyer sphere, it is conceiv- ' 
able that an organization like the Knightfi of Labor might, 
become a great educational forrfe^; a useful agency for direct¬ 
ing the efforts of its members toward the improvement of 
their condition; a source of much inepiration, t)irough the 
deliberations and debates of earnest men, representing the 
better sense and higher purposes of vast bodies of, laborers, in | 
the main, right-minded, honest and patriotic. Indeed, it is ’ 
not improbable that, should 'the confederation relinquish its 
larger designs, it will assume this less ambitious bnt more 
useful function. Ilow fully a'nd how long it’u ould, in such 
a capacity, be supjiorted by the efforts and contributions of 
its ])resent members, we need not consider. 

480. Can Profits be Confiscated?— Re verting to the Ir g.T 
scheme, openly avowed and vigorously advocated, of Ihosi* 
ylio would make the Knights of labor all that has been 
described, let us aslc, how far the object aimed .at is desirable ; 
how far it is, in itself, practicable ; how far such an organiza¬ 
tion is suvted to accomplish tha+ object. ^ 

In the first ])lace, can one be itiistaken in deeming it the main 
■object of this industrial enterjirise to secure to the laboring 
class the bemifit of a part; perhaps the greater part, of tlic , 
profits now realized by the body of etnjiloyers, which the 
laborers reg.ard as excessive? If this be, indeed, the main 
object of the association, the .aim is, if I Have rightl)^ indicated 
the origin and measure of l,iusincss profits, a mistaken one. 
■Profits are not obtained b_y dcaluetios from wiiges ; they ari? 

1 purely the creation of the empld^'crs themselves. The rpass 
of }>rofit8 represents the wealth produced by able, skillful, 
resolute and far-seeing men of business, over and above that 
which is produced, with the same amount of labor power and 
capital power, by omj)loycrs who fail in one or mot* or^ho 
■qualities necessary to rfucc^i^ss. * 

If this*view' of the source of the cmj)loyev’5 gains fee just, 
it is not possible to wrest jn'ofits* to the berfefit of the 
body of laborers. The employers may, inde^d^ be J)revonl£tl 
from realizing them, by strikes and industrial disturbances ; 
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but no part of the profits which they wiould otherwise have 
made, will, for that reason, go to any other class in the.Q.QHl.- 
munity. On the contrary, the community as a whole, and 
the working classes in esppoial, will be worse off f(fr the 
iifipairment or destruction of the employer's interfst in pro¬ 
duction, i. c., his profitj. 

Are there, then, no means by which the working class can 
operate, at oncie to reduce the amount {joing to the employing 
class as profits, and in the same degree to enhance their own 
wages ? I answer, yes; there are such means. These have 
been j)ointed out in paragraphs 310 to 314. In just so far as 
the laboring ckisses, by their influence upon legislation or 
administratioif, or by their own direct action, contribute 
towards elev<ating the standard of the employing class, thus 
raising the lower limit of production in this respect, in just so 
far TY,ill they increase, not only the relative share, but the 
positive amount, coming to them in wa^es. It does not need 
to be said that treating employers as publij enemies, levying 
industrial warfare upon them, concerting schemes to harass 
them an'J take them at every accidental disadvantage, render¬ 
ing it uns.afe for them to undertake contracts on a large 
scale and over long periods of time, and subjecting them to 
^ insults and indignities, as so many .labor leaders seem to think 
it a'matter of class duty to do, is not a way to effect the 
desired result. Such courses must not only 1 educe the average 
standard of business'ability, by driving ont the ablest men, 
but must introduce into the employment of labor whole 
'-classes of persons of low,er and still lower grades of efficiency, 
to the great and lasting injuty of the commutdty and of the 
working classes, first 'of all, last of all, most of all. 

481. Will .the Machine Work?—So much for what T 
understand to be the main object of this industrial movement. 
A fcflT w ords only will be needed regarding, the suitability of 
the 'agencies to be employed. > ‘ ‘ 

One mi^ht chtrish grave doubts regarding tlje practicability 
of breeding a race of conductors of business, who, possessing 
energy, intelligence, forethought and resolution, will rather 
like to execute the legislation of ^ parliament o^ labor ; will 
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chperfully accept the condition of being ordered about by a 
committee of their own hands, or of a local council; will be 
unhesitatingly ready to embark capital in enterjjrises over 
which Yhey have practically no cqntrol. One might entertain 
grave doubts as to the capability of the working classes, after 
any course of education, however lon,g, painful and costly, 
maintaining a parliament of labor which shall be competent 
to deal with conconis a hundred times as large, important and 
difficult as those which come befon; the American (’oiigrcss, 
without making a mess of it, compared with which the muddle 
into which Congress manages to get our industry and 
finances would be clearness and order and system and light. 
But it is probably not necessary to go so far iiito the matter 
as to inquire what might come to pass should th(( Knights of 
Labor pursue their d. .dgns through a considerable ])crie '' ''f 
time. It is in the highest degree inqirobable that the organ¬ 
ization itself could maintain activity long on such a scale as 
Has been projected.' 

j The very vastness of the scheme foi'cdooms it to failure. 
The attempt to embrace so much under a single rule ; to legis¬ 
late in detail for so many conflicting interests ; to regulate, 
from a central point, conditions of life and labor so widely 
diverse as those of city and of country, of east and of west, of 
agriculturist and of artisan, of common and of skilled labor, 
of the producer bf materials and of him who i .-es those 
materials in the production of still higher classes of com¬ 
modities, must result in failu're. The restiveness shown by 
many trade unions, the open revolt o/ some, the early estab-> 
lishment of a rival Confederation, already intimai,e the essen¬ 
tial weakness of the scheme, at least if it is to be administered 
"in the masterful spirit of the last two years. ., 

482, Is the Scheme “ American ” ?—Nor do I believe that) 
if it,were left to the suffrage of the Laboring classes in4A.,»«»fica 
themselves, one iri'twerity etf those wdio w'ere born upon thosoil 
would vdte to hying about’such a subjection of the enyploying 
class to the will of their workmen or, to a generab'parliament 
of labor. The American well know's that there is neither 
hardship noj indignity iq, working for another map, in his 
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ishop, at his task, with his tools, on his tetms. He knows that 
industry, to be successfully conducted, must be controlled by 
its responsible head. He sees all around him men who have 
risen 'from the ranks of lalfoi to become the conduciSws of 
business, no one hindering them, all applauding their efforts 
and rejoicing in their, success. He knows that for himself 
and his children the way is o])en clear up to the top. Tlie 
American workingman can be reasoned with, and that not on 
a low jjlane only ; he is capable of understanding and apj>re- 
ciating almost any consideration relating to the market; his 
sjnrit is that of civility, reciprocity and fair play ; he cordially 
and intelligentl'y accepts, in its full economic bearings, the 
maxim, “live'and let live.” Had it been left to ®ur native 
population alone, not one of those violent and reckless attacks 
upon production and transportation, which have, within the 
past /.wo or three years, shocked the whole industrial system 
and have come near to produce a general"crisis of trade, would 
ever have taken place. 


IX. 

ATTACKS ON TUB DOCTRINE OP BENT. 

463. Bastiat.—A doctrine of such far-reaching consequences 
as Ricardo’s doctrine of Rent has not beca allowed to stand 
without suffering many and vehement assaults. The French 
Bastiat has, in his eloquent and, witty work, “The Harmonies 
,of Political Economy,” undertaken to demonstrate that Rent, 
proper, economic rent, does not exist; that it is ])urely a fiction 
joifitly maintained by. the economists and the communists;* 
that all wiiich the landlord receives for the use of his land is 
nothing but the proper remuneration for the Labor and capital 
expgpde(i in inclosing the land, providing means of access, 
draining, manuring and otherwise .improving the soil, eredcing 
buildings for sheltering the produce, housing the laborers, etc. 
Inasmuch '..ji Bastiat’s objections to Ricardo’s (foctrine were far 

* In stisfrnatizing this doctrine he continually joins together the names 
of “Ricimlo .nui Proudhon.” , 
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more strongly and clearly stated by Jhe late Mr. Henry C. 
Carey, of Philadelphia, I pass at ontje to the consideration of 
the vie\TS of the latter. ’ 

482. Carey.—Mr. Carey’s attack is twofold. Ilis firpt 
argument is founded on a “ comparison of the cmt and value of 
existing landed caiutal.” To use his o\.'n phraseol^igy, “ There 
is not throughout the United.States, a county, township, town, 
or city, that would sell for cost y or one whose rents,are equal to 
the interest upon the labor and capital expended.”* And Mr. 
Carey draws what he regards as the logical inference from this 
alleged fact: “If w'e show that the laud heretofore appro¬ 
priated is not only not worth as much labor 'h< it has cost to 
produce it in its present condition, but that it could not J)e 
reproduced by the labor that its ])resent v:ilue would purclose, 
it will be obvious to the reader that its whol(> value is due to 
that which has been applied to its improvement i 

Now, it appears to me J not oidy that this is not “ obvious,” 
nut that something’very like an Irish bull is to be found here. 
The trouble with this argument is its su])erabundance of proof. 
The effect is much the, same as that which results from a super¬ 
abundance of j) 0 wder in charging a gun. 

Had Mr. Carey been able to show that, in any case taken, a 
county, tow’nship, town, or city was wuirth exactly as much in 
labor as it had cost, the coincidence of amounts would at least 
have suggested, if^it did not create a ])roper presumption to 
that effect, that the labor ex])ended was rhe cause of the value 
existing ; but when Ricardo’s critic asserts that any farm and 
any collection of farms, has cost morn, often far more, than it" 
is worth, ho furiiishes the means for ids own refutation. , 
Suppose the j)reHent value of a [dece* of land to be repre¬ 
sented by 100 units, while the value of the labor it has cost to 
“produce” the fajuns founll thereon, is represented by 125. 

says Mr. Carey', inasmuch as the land is not al pies’ent 
worth more than IbO, While > the labor invested in it was wOrth 

-,---r-.-,- 

* Carey: The Past, Present and Future, p. 60. 
t Carey; Political Economy, vol. I., p. 102. ^ ^ 

t This discussion of Mr. Carey’s propositions is abridged from my 
work, “ Land qpd Its Rent,” pvhlished in 1883. ' 
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125, it is clear that nothing but the labof has entered to give 
value to the land! 

But how so? What has become of the 25 whiehT yas in 
excess of the 100 ? 'Lost, saj^s Mr. Carey, since, “ as labor is 
improved in its quality by the aid of improved iiistruments, 
^ previoua'y accumulated capital tends to fall below its cost 
in labor.”* 

Ah ! but cf that 25 can be lost and has bSen lost, how can 
you show that another 25 has not been lost, and still another 
25, through the operation of the' same cause ? How can you 
prove that proper economic rent does not enter ? How, indeed, 
can you prove, that the present Value of the land is due, in any 
p?vt whatever, to the labor expended in the past ? " 

John Smith’s barn has been broken into, over night, by a 
burglar who sawed a hole through the door to effect his entrance. 
Mr. Carey, in the interest of justice, appears next morning 
among the excited throng of neighbors, and produces a board 
taken from James Brown’s woodshed, which, though not cor¬ 
responding to the guilty hole in size or shape, is yet larffe 
enough, as he explains, to allow just such a j)iece tO'be cut out 
of it, thus conclusively proving James Brown to have been 
the robber of John Smith’s barn ! 
t 486. How the Value ofAgricultaral Improvements should 
be Estimated.—An argument that breaks down thus, under 
the slightest strain, can not be worth further notice on its own 
account; yet we mafy find matter of not a fittlc economic inter¬ 
est in following out the question here raised, as to the relation 
'"between what Mr. Carey calls the cost of producing farms and 
thq value off farms when “ jfroduced.” 

First. To begin with, all statements regarding the amount so 
invested in any country or district are based on comparativefy 
little information. The data are few and meag^, even for 
mslWhgrestimates. Accomplished statisticians, accust^onffed 
to 'deal with computations relating' to” agriculture, like 
Mr. Robert Giffen, Professor 'fhorold JRogerrf, or Sir 
James CaiVd, would scarcely presume to claim approximate 
accuracy* for arty estimates they might make regarding the 

* ♦Political Economy,t7ol. I., p. 85. < 
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amount of labor invo'lved in bringing even a limited agricul¬ 
tural region into its present state of productiveness. 

Sec^Q. Again, wholly in ad4ition to the difficulty eijcoun- 
tered in estimating the amount of labor inVolved, would be the 
difficulty oT computing the money value of that labor. While 
some great works of improvement are effected lly bodies of 
hired laborers working .through the year or through the agri¬ 
cultural season, most farm improvements ai'e effected in the off 
season, when the wages of hired labor are very low,—perhaps 
only one-half what they would be at another period of the 
year ; and j)robably the greater p.art are effeejed by the labor 
of the owner or occnj)ier of the land and his f.»mily, in frag¬ 
ments of the day which would not otherwise be utilized, orin 
portions of the year when little or nothing of the current " • '’k 
of the fann can be done. 

Third. The element of interest can properly oe introduced 
i^ito such coinputatjons only in respect to a very small j.ropor- 
tion of agricultural investments. 

In general, where capital is applied, it is in the c.vjxictation 
of an imrilediate improvement of the produejive j.ower of the 
land, the annual increase of the ])roduce being relied upon to 
furnish at least the annual interest uj.on tlu' investment, so 
that, speaking broadly, in any comparison betweem the tiost 
and the value of lended property', only the first c< it of the 
improvements shou'd be set against the .ultimate value. 

There are cases, of course, vrhere capital is applied to the 
land in the view alone of a distant increase of value. Here,, 
within moderate limits of time, the inclusion of interest is not 
unreasonable. But even hi're, and oven within comjiarativ'ely 
brief periods, the application of the principle of geometric pro¬ 
gression, ii) the form of coini>ound interest, is of very doubtful 
pjppriety. Geometrical increase is rarely attained aij^d never 
long*maintained ip thiiigs human, tlontemplating an acfual 
instance of such increase within the field of industry, the most 
unreasonable delectation which can be formed con«erning it, 
18 that it will continue. That it should continue lon^, is not 
so much unlikely as impossible. 

Sir Archibald Alison, in bis discussion ”of the British Sink- 
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ing Fund, states that ^ a penny kid out at compound interest 
at the birth of our Saviour would 'in the year 1775 have 
amounted to a solid mass of gcjld eighteen hundred tim^ the 
whole weight of the ^lohe.” "^So, doubtless, it might be shown 
that the value of Adam’s first day’s work in the fiardeh, properly 
compounded during six thousand years, would amount to 
more than the present value of all the kinds of the world, and 
consequently that all the woi’k that has been done since, in 
bringing the soil under cultivation, has been thrown away ! 

The incredibility of geometric increase through any con¬ 
siderable period ^>f time can not be too strongly imj)ressed ujion 
the student of economics. The jiroduce of a single acre of 
wheat, sown over and over for fourteen years, would cover 
all the solid land on this planet. The spawn of certain fish 
would suffice in even fewer years, if reproduction went on in 
geometrical jirogression, to fill to the brim the basin of 
every pond, lake, river, sea, and ocean. ^ 

Hence we see the utter inconsecjuence of co.nputations into 
which eempound interest is allowed to enter, except in strict 
subordination to'common-sense. Probably there is no way 
in which a man can so quickly and so conclusively show liim- 
self unfit to be listened to, as by appealing to geometrical 
progression for the proof of an economic or social theory. 

Fourth. But the consideration of greatest importance in com¬ 
puting the cost of producing ” farms, »is that, in general, 
agricultural imjirovements are compensated, and are expected 
rto be comj)cnsated, upon the principle of those annuities in 
which a certain number'of annual payments^ both yield due 
interest on the purcjiase money and extinguish the capital 
itself, as M'hen a man for |l,0i)0 (on which the normal interesJ 
would be $50 or 1(50) j)urchasee the right to receive $120 a 
yeai/or^ a certain term, with no claim on the principal there- 
aftfr. 

NoWj is this po, or is it not ? Let us satisfy our jninds on 
this pointy for if the proposition just now stated is correct, it 
disposes .effectijally of the argument against the economic 
doctrine of rent derived from the fact of expenditures in 
“ producing ” farms. 
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That this proposition is ^correct, ij, I think, proved con¬ 
clusively by the fact, •abundantly, established by English 
expcriance, that there are few classes of improvements known to 
agriculture which a tenant for <33 years will not makl at his 
own expense, notwithstanding the certainty that he will cease 
to enjoy the benefit of them at the e3ij)iry of hisjleaee. 

Do not the several, considerations adduced, and especially' 
the last, take aVay all the force of this labewed argument 
against the doctrine of rent? 

486. Mr. Carey’s HistoAeal Argument.—But Mr. Carey 
was not satisfied with one refutation of Ric.ardo’s law. He 
attempted and, to the satisfaction of his disyiples, achieved, 
a second demonstration of its falsity. That this subsidiary 
argument against the doctrine of rent should have been for a 
moment admitted, affords a striking proof of the w easne.'S 
and vagueness with which economic questions especially those 
^affecting the land, have been discussed. 

“ It will,” Mj. (?arey says,* “ be perceived that the whole sys¬ 
tem (of Ricardo) is based upon the .assertion of the existence 
of a single fact, namely, that, ui the comn^encement of culti- 
A'ation, ,when population is small and land consequently 
abundant, the soils c.apable of yielding the largest return to 
any given quantity of labor alone are cultivated. 

“ That fact exists, or it does not. If it has no existence, the 
system falls to thy ground. That it does not exist, that it never 
has existed in any comUry whatsoever, dud that it is contrary 
to the nature of things that it should have existed, or c"n exist, 
we propose now to shoie. * 

“We sLall commence,” he says, “our examination witi the 
, United States. Their first settlement is recent; ayd, the work 
being stijl in progress, we can readily trace the settler and 
mark his course of operation. If we find him invariably occu¬ 
pying the high and thin lands requiring little during and 
no drainage, those wl?ich,ban yield but a small return to fabor, 
and as invariaibly traveling down the hills and ^leafHng and 
draining the lower and richer handsj as popnlatioh and wealth 


Past, Present, and Future, p. 23. 
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increase, then will the theory we have offered be confirmed by 
practice,—American practice, at least. 

“If, however, we can thence follow him into Mexico and 
through South Am( 5 riea, into* Britain, and through France, 
Germany, Italy, Greece, and Egyj)t, into Asia and,AuBtralia, 
and show that such haB»been his invariable course of action, 
then may it be believed that when population is small and 
land eonseqpiyntly abundant, the work of cultivation is, and 
always must be, commenced upon the jioorer soils; that, with 
the growth of population and wealth, other soils, yielding a 
larger return to labor, are always brought into activity, with 
a constantly increasing return to the labor expended upon 
them.” * • 

C 

487. All this is Irrelevant to the Doetrine of Bent.— 
I will not say, w'ith Prof. Roscher, that Mr. Carey’s leijgthy 
exposition is “ rank with inexact scuence' and unhistorical his¬ 
tory.” It docs not matter a particle, so far as the validity of 
Ricardo’s doctrine is concerned, whether Mr. Carey has cor¬ 
rectly apprehended or grossly misapprehended the facts of 
human hifetory, in the resi>ect under consideration. . 

Let it be conceded that the order of settlement in all new 

i 

countries is that which Mr. Carey has indicated,—the new¬ 
-comers taking up light, dry, sandy.soils, which will yield a 
quick* return to the labor of the colonists, aided by their scanty 
capitals ; and that it is only w'hen wealth hhs been in some 
measure accumulated,‘after the first severe struggle to main¬ 
tain existence, that deeper and rihher, but cold and wet soils, 
are opened, the forests cleared, the swamps, rich with the 
vegetable mold of ccnturies,*drained. What; pray, does all 
this prove, so far as the doctrine under consideration is con¬ 
cerned ? If is.absolutely indifferent to the matter at issue. 

It is true that Ricardo assumed, for the puipose of’illustrat- 
ing his doctrine, that the soils first cultivated, within any con¬ 
siderable country, were those most pliodut tive! It also appears 
from theicontext; that Mr. Ricardo really supppsed that this 
was the historical order of occupation. Yet the economic law 
of rent hat reference alone to lands %nder cuUwation at 
THE SAME.TiME j and would have precisely as muclf validity if 
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every thing which Mr. Carey has contended for, regarding the 
actual order of settlement and cultiyation, were conceded, as 
if the hypothesis of Ricardo were liistorically accurate. 

488?Is this History indeed HistoricaJ P—I have safd tliat 
the complete establishment of Mr. Carey’s historical order 
would not effect the validity of Ricardo’s law of rent; and 
that, therefore, one might, for argument’s sake, concede the 
accuracy of the narrative concerning the early sf ttlement of 
Europe, Asia, and America, which occupies so large a portion 
of his treatises. > 

But while the historical order of settlement is thus of no con¬ 
sequence as affecting the economic law of Amt, it must be 
admitted'that important consequences would follow the est.ab- 
lishment of the jH-ojinsition that “ the work of cultivation is 
and always must he commenced upon the poorer soils ; that, 
with the growth of population and wealth, other soils yiqjding 
a larger return to labor are always brought into activity; ” or. 
As the author elsc\fhcre exjiresscs it, that the settler invariahly 
travels down the hills, clearing and draining the lower and 
richer la;ids, as population and vealth increase. * 

What are the economic consequences whicli, as we have said, 
would f()llow the establishment of Mr. O.arey’s proposition ? 
These: th.at, instead of th^ increase of population lowering, 
the margin of cultivation, and thus enhancing the aggregate 
body of rents,’" it’would be shown to have the effect, by stim¬ 
ulating the cultivafion of better lands, tc# throw out the ])oorer 
(the first cultivated) soils, and thus to raise the lower limit of 
■cultivation, and thus at once to diminish the share of the prod¬ 
uce going as rent to the landlord* and to increase the average 
produce, per capita, of the community! Rents will still be 
Setermined by the Ricardian formula ; but the importance of 
rent as a factor in the distri'Aption of wealth will be diminished. 
*In view of the ijnportance of these consequences, l(it us pro¬ 
ceed to examine *Mr. ^larvy’s sweeping assertions regarding 
the actnSl orde^j of settlement andoccupation,*forthe purposes 
of agriculture. Let us see whether this history b^indeed his¬ 
torical or not. 


* See par. 357. 
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In the first place, wf note that^ the detifiled accounts relate, 
in the main, either to th» settlement and cultivation of coun¬ 
tries in ages when fnilitary necessities were a controllifl^force, 
o^; else to the very earliest stages of settlement and cultivation 
of the land, under circumstances which made the needs of 
immediate subsistence jteculiarly urgent, as in the new States of 
the American Union, eighty, sixty, for^y years ago. 

It would take more time than we have af command to go 
through the history of the settlement of Britain, Italy, Greece, 
Germany, and other ancient countries, and attempt to analyze 
the influences which determined the selection of lands for 
habitation and, cultivation. Wlien we contrast the sites of 
nearly all ancient and medieval cities, built upon the tower¬ 
ing rock, with the utterly indefensible sites of our modern 
cities, we can well understand that not economic but political 
and military exigencies may have given_ a strong preference 
to high and rugged ground, even for agriculture, in the days 
of almost universal warfare. The crops,* iijdeed, raised on 
such ground would neither be so ample, nor obtained with so 
little effort and .sacrifice, as those which might have been 
raised in the fertile valleys below, but they would be in a 
less degree subject to be swept away by occasional forays of 
' aimifd bands. * 

Fortunately, we do not need to enter into an analysis 
involving so much time and labor, and pe]^)lexed by so many 
uncertainties regarding the facts with which we should have 
to deal. If the forces which in those days determined popu- 
'lation to high and poor-soils were exclusively or even pre¬ 
dominantly economic forces, we shall not Mil to find them 
operating ,to control the occupation of new countries in these 
times of general peace. Let us then consider the course of 
settlement in the United States. > Mr. Carey himsel? expresses 
his preference for investigation in this field. “Their,first 
settlement,” he says, “ is recent, and, the Work being still in 
progrefS, ij^e can readily trace the settler, and«mark llis course 
of operatiort.” * < 


Past, Present, and Failure, p. 34. 
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489. Take the Cade of Ohio.—And, to further narrow the 
field, let us confine our vi6w to the State of Ohio. This State 
is as f^aVorable as any to the^ theory under consideration. 
“ The early settlers,” says Mr. Oarey, “of Ohio, Indiana, ai\d 
Illinois uniformly selected the higher grounds, leaving the 
richer lands for their successors.” * “ ^ 

The settlement of , Ohio may be said to have been in 
progress all the time between 1802, when its inliabitants were 
fewer than 50,000, and 1802, when its jiopiilation had reached 
1 ,000,000 : in progress in this sense, tliat not until the latter 
date had settlers found their way •into every eorner and 
county of the new State, 

Now lot it be conceded that throughout this period J^r. 
Carey’s statement recrarding the course of occupation heOls 
good substantially. J say, substantially, because to justify 
the assertion that the,settlers “ uniformly ” selcc/ ed the higher 
jjrounds would recjuiro a greater amount of particular and 
local knowledgc•^than any one man ever possessed. 

How much, then, would tliere be in this fa(!t, admitted for 
the sake bf argument, wliich sliould be in .contravention of 
the economic doctrine of rent ? These early settlers of Ohio 
were, in the first instance, necessarily controlled in their 
“location” by considerations relating to the traiis])orti\tioii 
of their products and to coiamunication with the settlements 
they had left behind- Now, advantages of situation, as we 
have before seen, enter just as fully into' the net productive¬ 
ness of any tract of land, according to Ricardo’s doctrii as 
advantages arising from superior fertility. Even in illus-’ 
trating the origin of rent (par. 2.‘'9) we assumed the e^xis- 
Vince of a very productive tract, situated at sp great a 
distance that it would not be occupied until cilltivation had 
bgen driven to descend through several successive stages 
witliiin the territory immediately surrounding the liiarkct. 

But, secondly, the*ea^y settlers of Ohio were largely 
compelled by the immediate exigencies of ‘pionper* life to 
do something different from that which would’have been 
the most advantageous had they possessed 'an anlplc store 


•“ • Past, Prelent, and Future, p. 3^ 
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of necessaries and of the utensils and materials of industry. 
New-comers must nee^s ^o, 7iot what they would, but what 
they can ; they mw;t rajse a quick crop, by little labor ; and 
it is natural enough that they sliould generally seek tlfe side- 
hfll, whi<!h is self-drained, and the open country, -Tyhich docs 
not require clearing, aijd the thin, dry soil, which gives a 
speedy, though not a large return. 

•They still seek that land which will be. most ])roductive 
under the circumstances in which they find themselves placed ; 
for, as Professor Johnston* has, well said, that which would 
be rich land for a rich man m.ay be poor land for a poor nvan. 

490. But the question I wish now to raise is, whether, wlien 
the first exigefioies of pioneer life were p.assed, when some 
store had been accumulated, when population had become 
suflieiently dense to allow a reasonable degree of co-operation 
in la^jipr, when time had been afforded to Lay out roads and 
biadges and to perfect the means of transportation, when the 
capabilities and resources of the land had become thoroughly 
known, — whether then it remained true that cultivators in 
Ohio neglected the best soils for those of an inferior^ quality ? 

If not, the fabric so laboriously reared for assaulting the 
stronghold of the economists, tumbles to the group'd, of its 
^own weight. How much does it piatter that the people of 
Ohio', while they were first spreading loosely over the State, 
took up lands as is assented, unless it can ‘be proved, or at 
least a strong j)resum])tion can be establisihid, that they con¬ 
tinued to take up j)oorer soils, in preference to the best? Mr. 
£!arcy asserts that the {lypothetleal order of settlement is 
“ universally false ” ; that is,"- it is false as applied not to one 
but to all stages of tht. history of any community. As this 
matter is i/npprtant, let us formulate it somewhat rigidly. ‘ 

Let us suppose the possibly ciiltiv,able lands of Ohio to 
form sevgn distinct grades, 1 to 7, No. 1 being the poorest.. 
No.if the richest. Let us divide tljje eaonoriic life of dhio, 
beginning in 1C02 and ending — iVhen? into seveiK* genera¬ 
tions, withVontinually increasing population. 

*A distinguished agricultural chemist of Great Britain, author of 
” Notes on North America.” 
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. Now, according to the view we are considering, generation 
No. 1, the first settlers, will take up lands No. 1, the poorest 
of all; generation No. 2 will take up lands No. 2, the next to 
the podi’est; generation No. 3 will take up lands No. 3; and 
so on. 

This, or something very like it, must take place, or our 
“law” breaks down ; for should generation No. 3, say, have 
the presumption to take up lauds No. 6, and generation No. 
4 be thereby encouraged to take up lands No. 7, why then 
generation No. 5 will be comj)elled to take up lands No. 5, 
that is, lands poorer than thdse which had been brought in by 
the two generations preceding,'wliile generation No. 6 will be 
driven to take uj) lands No. 4, far down on the scale 
fertility ; and generation No. 7, the flower of civilix.ation, w’'l 
actually have to “decline ujam” lands No. 3, which, accord¬ 
ing to Mr. Carey, generation No. 3 should, in conr -ience, isave 
taken up. In other words, M'e should have cultivation driven 
ddwn to inferior soils, a state of things respecting v hieh 
Ricardo’s critic declares that it not only never has existed in 
any country whatsoever, but that it is contrary to the nature 
of things that it should have existed or can exist. 

In view of such possible results, wh.at an ap[)alling respons¬ 
ibility rests ujton the people, of any generation in the matter 
of not taking up .any better land than they ought! In the 
first place, think wnat a degree of virtue it requires, luat they 
should deliberatclj' deny themselves tho enjoyment of the 
really best land around them, in order that the coming ge^-w- 
ations, with increasing numbers, shfudd have the privilege of 
first occupying these, as Mr. Carey says they must do! Even 
more remarkable than this, think of tlie degree of intelligence 
tliat is required to point out to the men of any. generation 
just the share of the lands of the State which Mr. Carey’s 
th?'oi;y will permit them to occupy, j,hey being necessarily 
ignorant as to what the€uture population of the State is to be, 
or througn how ..many generations or centurids the increase 
of population upon the territory is to be continuoS ! 

491. But let us return to Ohio. We have’ seen 'what is 
required to make this “historical law” true. How,far do 
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the probabilities of f,he case favor the" application of that 
law throughout the settlement of -that State ? 

We may believe thait there were, in Ohio, in 1832,'when the 
popu'lation was 1,000,000, al>out 4,000,000 acres of improved 
land in farms. By 1850, when the population kad risen to 
2 ,000,000, jthese 4,000,000 acres had become 10,000,000. Did 
the addition thus made to the inclosed and improved lands of 
the State ivclude a fair proportion of the best lands within its 
limits, or were the new lands, also, thin, dry, sandy soils, 
only not quite so poor as those'brought in between 1802 and 
1832, — soils giving little root ’to grasses or to grain, but 
raising a smajl crop easily anil quickly? Unless the latter 
^'as the case, this great historical law becomes Ifttle better 
than arrant nonsense. 

There is a ])opular belief throughout the Eastern States of 
this*Union, that, in the eighteen years covered by this period, 
—1832-50,—there was an immense amount of “clearing” 
done in Ohio; and the virtues of the “*pipneer’s ax ” have 
been celebrated in song and Story. Is this all a mistake ? Or, 
if the people (jf Ohio really did cut down the primeval 
timber over thousands of square miles, did they, as \hey ought, 
take pains to cut dowji only timber which grew over com- 
j)ar^atively poor soils, so as not to interfere with the rights 
vested in unborn generations by Mr. Caret’s “ law ” ? 

Between 1850 and 1880, again, the population of Ohio in¬ 
creased to 3,000,000'; and the number of acres of imj)roved lands 
rose to 18,000,000. Were the' ^,000,000 acres imj)roved for 
the first time during this period, .all, or substantially all, of a 
qivality next above those previously brought iVi, but still below 
the best^ Did this added territory embrace lands only a 
little less thin, a little less shallow, than those occupied in 
1850 ? Did this, vast annex.ation still le.ave the really good 
lands of the State uncultivated, only to be* improved whfn the 
population shall reach 5,000,000 (W l(f,'000,\)00? 

492 .* I not care to contest Mr. Carey’s assertion that the 
first generJition of settkrs in any American State have spread 
themseWes lo,oscly over the soil, picking out the spots which 
offered'the .greatest facilities for the transportatjon of produce 
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and for communication with^ the older settlements, perhaps 
giving a certain preferenot' to naturajly cleaved, self-drained 
land. But that the second generation, in any American State, 
north ^ Mason and Dixon’s line at least,, have shrunk ’from 
the real prohlem of their economic, life, have failed to grapjde 
with the obstacles which withstood tbeir acquisiUou of the 
richest resources of nature, have neglected to subdue the soil, 
the best soil they ftould lind, with ax .and spade, strenuously, 
manfully, with incessant toil, with unflinching courage, I, for 
one, do not believe, ; and Mr. <'arey has not adduced a scintilla 
of evidence to prove a proposition so contrary to all we 
have ever learned of the ehaJ-acter and life the Western 
people. In the absence of any such statistical demonstration, 
common fame and common sense give the flattest contra-'ic- 
tion to this hyjtothesis. 

With this we may safely leave the argunu ;t against the 
Ricardian doctrine of i-ent. The jierson who denies the truth 
of the Ricardian, law in effect <leclares that nnm habitually 
rent or sell highly fertile and corejiaratively inb'rtilc licdds, 
rich corn %nd8 and mount.ain pastures, .at,the same price; 
that men habitiially rent or sell lands near a m<arket at the 
s.ame price with lands the most distant from the market. If 
he does not mean to assert’this, he does not in the sinajlest 
degree traverse the path of Ric.ardo’s argument. If he does 
mean to assert th^s, he puts himself on the level of the 
person who should assert that, men habitfially sell two bushels 
or ten bushels of wheat, iudifterently, at one and the oame 
price. 


X. 

THE NATIONAI,lZ.VTIO?r OP THE I,ANn. 

403. The Law tbfRktnt Re-stated.—We have seen what is 
the natn?e of Rsnt. It represents the surpln.s'of the produce 
over the cost of cultiv.ation on the ])(Y)rest lands imtually con¬ 
tributing to the supply of the market at the time. ■ 

We saw (par. 262-4) tlvat, conceding the private owner 
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ship of land, rent is pierely a question between landlord and 
tenant; that so far as ,eeonomic forces are concerned, rent 
must remain in the Jiands of the landlord; thaf, setting 
violehce aside, it ca/i only come into the hands of the tenant 
by gift from the landlord; that, were it, by virtue of the 
landlord’s generosity, to reach the tenant, it would, so far as 
economic forces are concerned, go no ^further. It could only 
be carried to the agricultural laborer or fo the consumer of 
agricultural produce, by another gift or series of gifts. 

494. The Equities of Kent, as between Landlord and 
Tenant.— So nimdi for .the economics of rent; let us look a 
moment at the equities of it. ■■ 

^ Certainly, as between the landlord and the tenant,‘’the latter 
can set uj) no claim to any portion of rent. This is shown in 
the followinj^ way : It is, as we have seen, of the very essence 
of rv'iit that it represents, and is measured by, the surplus of 
jiroduce over the cost of cultivation on the poorest (or most 
distant) lands under cultivation for the s‘ii])ply of the sanie 
market. Now, these poorest or most distant lands have occu¬ 
piers who must be ])resumed to be industrially, and, if yoxi 
plc.'ise, morally, just as meritorious as those who cujtivatc the 
better lands or the hands nearer the market. Tlie several 
classes of tenants are only put o'.i an equality when rent is 
exacted according to the Ritairdian formula. It would clearly 
be inequitable that one body of occupiers should rtuteive back, 
in the price of their products, only the actual cost of cultiva¬ 
tion, while another should receive large sums in addition to 
this, as would be the cas(j were rents to be remitted. 

405. As between Landlotd and the Agricultural Laborer. 
—In the same way it may be shown that the agricultural 
laborers oh hinds which bear a rent have no claim, in equity, 

, to any portion of that rent. Wjly should they receive any 
more for their services than the laborers, who cultivate th^ ifb- 
' rent lands ? 

Clearly, then, as against either the ten^pt or the agri¬ 
cultural lanorer, the landlord has an easy case. He can 
prove that neither of the two has any claim whatever to any 
part of Ybat he receives as rent. „ 
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486. As between the Landlord and the Community at 
Large—But 8n})po8e the .issue to be raised between tiie land¬ 
lord and,the whole community, can t^e a«quisition by indi¬ 
viduals* of the surplus of the? produce ^ above the cost of 
cultivation on the poorest soils, be so successfully defended oh 
grounds either of political equity or of .political expediency ? 

As this question has within the past few years become a 
“burning” quest’on, I think it but right to present the 
argument of those wdio urge that “the unearned increment of 
land ” s^uld go to the State and not to individuals. This 
argument can not be better j)resented than in the language of 
John Stuart Mill, who, in his .later days, becalne Pri'sidcnt of 
the English Land Tenure Reform Association, whose jiro- 
fessed object was to agitate this (juestion. 

487, Mr. Mill’s Argument.—“ Suppose,” siiys Mr. Miii, 

“ th.at there is a kind '‘of income w'hieh constantly tenejs to 
increase without any ‘exertion or sacrifice on the part of the 
owners, these owners constituting a class in the community 
whom the natural course of things jirogressively enriches, 
consistently with complete passiveness on their ovn part. In 
such a case there would be no violation of 'the principles on 
which private property is founded, if the State should 
appropriate this increase of, wealth, or anj part of it, as it 
arises. This would not properly be taking any thing from’any 
body ; it would iherely be applying an accession oi wealth, 
created by circumstances, to the benefit of society, instead of 
allowing it to become an unearned appendage to the riches of 
a particular class. , ‘ ,, 

“Now this is,actnally the cast' ■with rent. The ordinary 
progress rf a society which increase- in wealth, is at all times 
tending to augment the, income of landlords; tp give them 
both a greater amount and d^greater proportion of the wealth 
of* the communityindependently of .any trouble qp outlay 
incurred by themsdves > TJiey grow richer, as it were, in their 
sleep, wi'Jiout ■working, risking or economizing.” , 

In the paper from which the fqpegoing parsijp-aphs are 
extracted, Mr. Mill expressly excepted the present .value of 
the land in possession of individuals at the time'the system of 
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the public acquisition of the increment <>f the land should go 
into effect. Such an acj should, in, his view, have reference 
only to future iiicivjase., 

In another place, jvhile expiessing a general respectrror the 
rights of property, Mr. Mill proceeds : 

“ Some j)eoj)le ask, IJiit why single out the land ? Does not 
all property rise in value with the increase of prosperity ? I 
ans'wer, No.^ AH other property fluctuates .in value, now up, 
now down. I defy any one to show any kind of property, not 
partaking of the soil, a.id sufliciently important to be worth 
considering, which tends steadily upward, without any thing 
being done by tne owners to give it increased value. So far 
from it, that the other of the two kinds of property that 
yield income, namely, capital, instead of increasing, actually 
diminishes ifi value as society advances. The poorer the 
couq/.ry, or the further back we go in iiistory, the higher wo 
find the interest of money to be. Land alone—using land as 
a general term for the whole material of the earth—has the 
privilege of steadily rising in value from natural causes ; and 
the reason is that land is strictly limited in quan,tity; the 
supply docs not' increase to meet the constant increase of 
demand . . . 

“Well would it have been if this diversion of the public 
wealth had beiui foreseen and guarded against long .ago ; let 
us at least prevent any more gigantic fortunes* from being 
built up in a similar,manner. The Association claims for the 
State the right to impose special taxation upon the land, 
equivalent to its special .advantage.” 

“Those countries are fovtunate,” remarks Mr. Milt, “or 
would be fortunate, if decently governed, in whiish, as in a 

* “It tlie Qrosvenor, Portman and ‘Portland e.st‘ites belonged to the 
municipality of London, tbo gigantic incomes of those estates vmM 
prabnUy mjUrsfor the whole expense of the loenl government of the cdpital. 
But .these gigantic incomes are still sweleng; by the growth of London 
they mify again be doubled in as short a time as fhey have doubled 
already.”— Ihid,. Prof. Adolph Wagner, of thie University of Berlin, 
advocates <the assumption by the State of all urban real estate, whils 
deprecating the extension of the principle to agricultural land. 
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great part of the East, the land has not been allowed to bocorae 
the permanent property of individuals, and the State conse- 
■quentlyjs the sole landlord. So far as,the.jpublic expenditnrei 
is covcYed by the proceeds of the l3nd.,tliose countries arcj 
untaxed, f<^r it is the same thing as being untaxed to pay to | 
the State only what would have to be j.nid to private landlords ' 
if the land were appropriated. ; 

• The principle that the land belongs to the Sovereign, and 
that the expenses of government should be defrayed by it, is 
recognized in the theory of oi.r own ancient institutions. Tlie 
nearest thing to an absolute j)ro])rietor whom our laws know 
of, is the freeholder, who is a tenant of the' t^own, bound 
originally to personal service, in the field or at the )»low, 
and when that obligation was remitted, subject to a land +ax 
intended to be equivalent to it.” 

498. The Feudal Burdens of Land in England.—Ig the 
paragraph last quoted, Mr. Mill eontenqilates the feudal obliga¬ 
tions of the tenant by military and other service as ajiproximatcdy 
the equivalent ot^an annual rent, which w'ould be made, rudely 
indeed, to increase with the increasing value of land due to 
the growth of pojiulation and the pi’ogress of trade .and manu- 
f.Krtures. The chief of these obligations, as formulated by law 
and custom in England, .are thus stated by Sir Edward S. Creasy, 
in his work on “ The English Constitution.” 

The king, as fe.idal lord of his barons, and other military 
tenants, had a righi to exact from them milit.ary service, or a 
pecuniary payment in lieu theteof ; and it seems to havi been 
optional with the king to claim the n',oney, whether the v.assal 
wished to serve, in person or not, .and even to exact bpth 
money and personal service. This war tax is called escuage 
or scutage, and the constant wars and troubleSfOf the times 
always furnished a ready pretext for demanding it. Other 
^Mictions of money payments, under the name of aids, were 
continually practiced. .Beiydes these, the heir, on succeeding 
to his estate, was required to pay a sum of money to the lord, 
under the title of a “relief.” If the heir was a’minor, the 
lord took possession of the land, as guardian, and used or 
abused'it as he pleased, till the heir obtained" his majority. 
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Even then the heir wr.B obliged .to pay a'fine on suing out his 
livery, that is, on obtaining the delivery of the land from his 
guardian to him. ‘The lord also had the right of nominating 
and tendering a wife to hit male ward, or a husbani to his 
female ward. And if the ward declined to marry the person 
so selected^ the ward forfeited to the lord such a sum of money 
as the alliance was considered worth. , The lord was entitled 
to a fine upon alienation : that is, if the tenant disposed of 
the land, or any part of it, to any third party. If the tenant 
died without heirs the laiid rtfverted to the lord. This was 
termed eschea^ (par. 573), and, as the right of devising real 
property did .not exist in England after the Conquesit, till 
Henry VIII’s time, escheats were numerous. The* lord also 
claimed to take back the laud whenever the tenant committed 
any of a numerous list of crimes or acts of feudal misconduct. 
Such criminality or misconduct on the tenant’s part was held 
to work a forfeiture. 

499. Composition for the Feudal Biirdeps Upon Land.— 
On the restoration of Charles II., the land-owning class secured 
their release from the strictly feudal burdens, the tconsidera- 
tion received by the Crown being solely an excise upon beer; 
and thus the vast possibilities of revenue to be derived from 
‘ the.composition of the feucLal obligations of the landowning 
class were sacrificed. In the revolution of 1688, however, 
there was, as Mr. Mill notes, a reaction against this sacrifice 
of the rights of the' public revenue. Imieed, the revolution 
of 1688 was, in Mr. Mill’s vietv, “a revolution made by the 
' towns against the country gentlemen. One of the fruits of 
it .was a tax on the land of four shillings in the pound, which, 
at that time, may have been an equivalent for the burdens 
which had been taken off the landlords.” 

In 1693, accordingly, the lands of England were valued for 
the purposes of the land tax. . , 

This land tax was to be a tax, not lipon'che community, not 
upon raw j)roduce,not upon commercial agencies and manufac¬ 
turing operations, but solely a tax upon landlords, in reduction 
of their Vents ;*a resumption by the State, for its own benefit 
and for the corresponding relief of other classes, of a portion 



THE LAND TAX. 


413^ 

of the rents arising’from the increase population and the 
progress of trade and manufactures. •> 

The fallowing is Mr. Ricardo’s statement of the incidence 
of a lai^d tax : 

“ A landitax, levied in proportion to the rent of laud,* and 
varying with every variation of rontsj is, in effect, a tax on 
rent, and, as such a tax,will not apply to that land which yields 
no rent, nor to the produce of that capital whichds employed 
on the land with a view to profit merely and which never pays 
rent, it will not, in any w'.ay, dffect the price of raw produce, 
but will fall wholly 011 the landlords.!! ^ 

But if the revolution of 1^88 was, indeed, .ys Mr. Mill con¬ 
ceives it,*a revolt of the tcfwns against the country gentleman, 
'the force of that movement was soon exhausted. The ‘lod- 
owners resumed control of English legislation ; the valuation 
of 1692 has remained to this day as the basis oj the landt tax, 
while the rate of that tax was in 1798 made pennanent at 4 
shillings in the jjpuhd on the valuation of that date. It wasb}^ 
this series of acts that the right of the State to participate in the 
increase ttf the rental value of the lands of jlhe kingdom was 
relinquislv'd, in consideration of an annual payment, forever, 
of about .£2,000,000. 

600. Mr. Cobden’s Denunciation.—It was to this telin- 
quishment of the rights of the revenue by parliaments com¬ 
posed of country gentlemen, for the benefit of landlords, at 
the expense of the general community, that Richard Cobden 
alluded in his somewhat thrpdtening speech of December 17, 
1845. 

“ I warn ministers and I wani landowners and the aristoc¬ 
racy of this country against forcing npfin the attention of the 
middle and industrious classes the subject of taxiltion. 

“ If they make it understood by the people of this country how 
the i^ndowners here one hundred and fifty years ago*deprived 
the sovereign of hiS feudal rights over them; how the aristocracy 
retained Iheir faudal rights over the minor copyhjldefs: how 
-» —• - 

• On the.othcr band, Mr. Ricardo says, “ If a land tax be imposed on 
ail cultivated land, however moderate that tax maybe,*it will be a lax 
on produce, and will therefore tiuse the price of prodqcc.” ' 
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they made a bargain wjth the king to give' him four shillings in 
the pound upon their landed rentals, as a quit eharge for having 
dispensed with th^'se rights of feudal serviee from them ; if 
tlje country understand, as well as I think I understand, how 
afterwards this landed aristocracy passed a law to make the 
valuation of their reiitai final, the bargain originally being that 
they should pay four shillings in the,pound of the yearly 
rateable value of their rental, as it w'as wo'rth to let for, and 
then stoi»j)ed the progress of the rent by a law' making the 
valuation final; that the land haif gone on increasing ten-fold 
in many parts of Scotland, and five-fold in many jiarts of 
England, whilq the land tax has'remaiued the same as it was 
on^,‘ hundred and fifty years ago ; : . . if they fdree these 
things to be understood, they will be making as rueful a bargain 
as they have already made by resisting the abolition of the 
OorntLaw.” 

801. Mr. Mill’s Land-Tenure Eefqrm Agitation.— What 
Mr. Oobden thus threatened in 1845, Mr. M’dl^indertook about 
ISVO : an .agitation of the whole question of t.axation, and .an 
active inquiry inl^ the right of the landlord class to receive 
the progressive increase of rents. , 

The f(dlowing is an extr.act from the programme of the 
• Lan(].-Tenurc Reform Association,' of which Mr. Mill was 
President; 

“(IV.) To claim for the benefit of the ^tate, the Intercep¬ 
tion by Taxation of tf.ie b'uture Unearned Increase of the Rent 
of Land (so far as the same can,be ascertained), or a great 
‘ part of that increase, w'Wch is 'contineially taking place with- 
out^any effort or outlay by the proprietors, hierely through 
the growtl,! of population and w'ealth ; reserving to owners 
the ojition of‘’relinquishing their ju-operty to the State, at the 
market value which it may have ^acquired at the time when 
this principle may be adopted by the Legislature.” «. 

6'02. What Shall be Said of the'jEqiiity of this ProposalP 
—In thbir appeal alike to history and to poJitical equity, I 
can not see that the Land-Tenure Reformers, under Mr. Mill’s 
leadership, were' wrong. That (1), by the original Teutonic, 
constitutions the land belonged to the tribe or thq community, 
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and not to individuals, and was generally cultivated and en¬ 
joyed in common or by rotation of traure, that (2), even when 
permanence of individual possQgsion Was established and titles 
were created, the occupation of Ittnd was’charged with duties 
to the Stata, both of fiscal contribution and of personal ser¬ 
vice, which were onerous, and which tt'iided to in'jrease as the 
needs of the State increased and as the rental value of the 
land increased ; that (3), in Europe, generally. When tlie oc- 
cuiiiers of land were released from these duties to the State, it 
was upon a consideration wjiblly inadequate or upon no con¬ 
sideration at all; while that release was conceded by the land¬ 
owning class, as the ruling class, to themselves as parties in 
interest. In a way which in this age would be regarded as cor¬ 
rupt ; and that (4), ♦he unqualified ownershij) of land 
established, enables th.e land-owning class to reap an unearned 
benefit, at the exjiensp of the community : the^e propositions ; 
seeni to me indisputable. ' 

603. What its Expediency?—As a measure of politi¬ 
cal expediency, however, the scheme of the assumption by the 
State of die increment of land, ajipears to nne fatally defec¬ 
tive. » 

In the first place, it must be observed that a large part, at 
best, of the possible inisclfief has already been done, beyond 
repair, in tlje surrender ol the rights of the con munity to 
individuals. As tl/at surrender is now generations, even cen¬ 
turies old, and as much of the laud has changed owners, somo- 
tintes over and over again in the interval, many of the present 
possessors having paid the fuH’p^ce'of to-day, in good faith, 
under existing .arrangements which were fully sanctioned'by 
Ipw, it would be simple robbery* for the State to reassert its 
interest iij the land w'ithouj fully indemnifyuig oVners. This 
tl^e English Land-Tenure Reform Association, in their pro¬ 
gramme already looted, fujly aiiknowledged. They'^roposed 
tc “ reserve to owners*the Iiption of relinquishing their prop¬ 
erty to the Stafte at the market value which it may have 


•It will be seen from what follows that it is only in this respect that 
Mr. Henry Geerge’s proposal differs from that of Mr. Mill. ' 
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acquired at the tLme»when this-principle may be adopted by 
the Legislature.” * 

It if only, then, io the future increase in the value'^f land 
that this scheme woCiId apply. Such a limitation of its scope 
woull^not only greatly reduce the importance of tte benefit to 
be derived ly the State‘in every community, but would deprive 
it of all significance in many communities* where land 
has doubtless already reached its maximum value. 

But, secondly, government could, by the confession of the 
Association, not realize through' this scheme all that is left 
after the foregqing deduction has been made. Inasmuch as 
the State is boi’iid to be very c.ai-eful and solicitous not to do 
injustice, the appraisement of the present rental value^ or 
capital value of estates, in the administration of sUch a schemCj 
must bo very conservative. This, agaip, is admitted by Mr. 
Mill.* “ It is not necess.ary,” he siiys, “ to enforce the rights 
of the State to the utmost farthing. A large margin should 
be allowed for possible miscalculation.” f Y/d such an allow¬ 
ance would diminish, by just .so much, the inducement to the 
State to assert its interest in the lands now held by in'dividuals. 

604. How About Depreciating Property P—Thi-dly, it is 
clear, that the Stale, if it will claim the benefit of all increase 
in the value of lands resulting frohi the growth of demand, 
due to general causes affecting the increase^of the community 
in numbers or jiroductive j)Ower, is bound, in equity, to make 
good all losses arisin‘g from the decrease in the value of lands 
which results from the decline oi' demand due to general causes 
acting in the opposite diVec^iob. If*'the so-called proprietor 
of land is not to bo allowed to reap any gain not brought 
about by his own exertions, he must, in simple fairness, b,e 
protected against losses wdiich nq vigiLance or ('fjort of his 

*For example, all over England.lreland and Scotland, agrieultueul 
rents have'been .steadilythrough .tlie i>ast ten years or mord. So 
it has been in many of the States of the it^nerican iJnion. 

f No due who h'as studied with care, as Mr. Mill had done, tfie question 
of " UuexhaMsted Improvervents ” as an element in tenant right, could 
fail to appreciate'the appalling difflculties which would attend the 
appraisement ofreal estate for a purpose like that in view of the Land- 
Tenure ifbform Association. 



J^ALt IN XENTS. 


417, 

could have averted. • “Heads I win: tails you lose,” is not a 
game at which the State ,can,’ in fairness or decency, play with 
its citiz$ns. 

The Tange of this consideration is no^ a narrow oile. In 
almost every community, even the most flourishiim, the 
phenomenon of declining values is seeuiside by side with* at of 
rising values. Notwithstanding the large increase during the 
past twenty years in the aggregate value of real,estate in the 
city of Boston, for instance, there are extensive sections where 
houses will not bring any thing neai’ their price at the begin¬ 
ning of this period. Now if, in 1807^ the principle of ceyect- 
ing for public uses all excess of rents above**hose prevailing 
at that date, or, at the ojition of the owner, jiaying the eaj)ital 
value of the property and assuming the ownership, had ’>«en 
adopted by competent authority in and for the city of boston, 
the city would now" be paying to thousand of projierty 
holders considerable! annuities, rejirescnting defieieneies in 
rental value which have occurred since 18G7, or else it would, 
which is more pVobable, liave come into possession of street 
on Streep of houses and stores whose owners preferred to sur¬ 
render their property at tlieir capital value m 1867. 

506. i^ourthly :—Practical objections might be multiplied ; 
but it will be sufficient to , refer to tlic official jobbery, trick-, 
ery...and corruption which would be involved in the manage¬ 
ment by the’ state! of all the landed property of tlie country, 
either in an attempt to administer it j)T;odu(5tivel}', or in the ‘ 
occasional re-valuation and re-leasing of it in parcels > suit 
thie occasions of indivicjuals. „ To jjiy view, the condition of. 
things that would result would lie simply intolerable. When 
we contemplate the history of e\ en petty transactions of a 
tike character, on the part of our national government, or of 
the severjtl state governments, it seems impossible to believe 
that any inducem,ent should ever draw the Americ.jn people, 
traditionally jcaJou8.*of j;lie enlargement of governmental 
powers,\)n to tjie adoption of such a measure: 

ME. HKNET GKOEQE’S CEUSADE. 

eoe'. The proposals for tfee nationalkation of the land, offered. 
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as we have stated, by,Mr. Mill in 1870, while they received 
much serious consideration from economists and publicists, 
aroused no popular excitement. In 1879, Mr. Henry George, 
then oV San Francisco, published a work entitled “ Progress 
and I^verty,” which, about 1883, began to command public 
attention in,an extraordinaiy degree. During and since that 
year, the agitation of the question of the public or private 
ownership 0 ^ the soil, has gone, forward with increasing 
vehemence, until now (1887), both in Great Britain .and in the 
United States, large bands of enthusiastic disciples, call them¬ 
selves by the name of the author of “Progress and Poverty.”^ 

Mr. George’s, practical ])roposals require but brief notice. 
Tlipy differ from those of Mr. Mill* only in the singio respect 
that, while Mr. Mill, like an honest man, conte.mplated the 
full comiiensatiou of the existing body of owners of land, 
according to the value of their several properties, at the time 
the scheme should be adopted and proclaimed by adequate 
authority, Mr. George repudiates any ,Buch obligation 
on the part of the State, and proposes to confiscate the entire 
v.alue of the land. The attempted justific.ation. for this 
])recious price of villainy is found in the mere, bald^jassertion 
of Mr. Henry George, that the State never had the power t<A 
give a title to any parcel of land to any person, for anyj 
purpose ; and th,at, therefore, all land titles are, from the 
beginning, void. Under this scheme, aliKC the man whdj 
cultivates broad tracts for profit, .and the man who occupies a 
corner with his humble dwelling ; the man who inherited land 
from his ancestors, and the roan wlyj has bought land with 
the,,savings from years of labor, would find themselves dis- 
poiled without redress or recomi)ense. Even where the 
government itself sold the land and put the proceeds into its 
treasury, Mr. George would have the government confiscate 
the property, without refunding the price ! 

Mr. George is, indeed, good dnough to say that he will 

* Neither Mr. Mill nor Mr.'■George proposes that tlie title of land shall 
pass to the'State. "They agree on the plan of advancing the taxes upon 
the land sq as to confiscate the successive increments of value. 
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allow iinprovomc‘iits*(m tlie land to remain the jiropertj' of those 
who made them, altiioiigh, as he justjy remarks, improvements 
made by any person on land not his, owa, appeitain to the 
land aiM pass with it. The gratiification,iiat.uraIly felt*at this 
magnaniiiK^ns proposal is, however, qualilied by tlie relh'ction 
that, if the sovereign authority of a nation, with the full con¬ 
currence and glad consent of all its citizens, generation after 
generation, can not, as Mr. George assures us, iivail to give 
the faintest title to the smallest parcel of laml, jiossibly M r. 
George’s single permission to the unha]»]iy intruder to retain 
possession of his improvements migjit not pr(>ve concKssive. 
In another generation, or jierhaps another *j ea", some new 
apostle wf a regenerated humanity might b<“come a eandiiljp,tc 
for the Matjoralty of New York, on the issue of confisc .iing 
land improvements. 

So much for ISIr. Gl'orge’s practical prop<' is. I wi'J not 
insult my readers by discussing a jiroject so steeped in infamy. 

* 507. Mr. George’s View of Rent.—In supporting these 
jiroposals, however, Mr. George li.is jiut forwai'd a theory of 
the relation of Rent to the other shares of the jifoduel of 
industry,,whieh has imposed ujion so many jiersons that I deem 
it worth while to state and refute it here. Mr. George’s view 
of Rent, as a factor in distribution, affords the key to tly col¬ 
location of the words, Piogress and Poverty, in the title of 
his work. The subject of th.it work is Rent; .and Progress 
and Poverty is, inliis opinion, an apiiropriate title for atreat- 
is^on that subject, inasmucl.'as, .according to his theoi y, all 
social and indnstri.al pTogrestv doei:? so long as land remains' 
private property, that is, so long .-'s rent is paid to anj' but^the 
State, not only naturally but necessaril^' and inevitably, cause 
poverty to increase, at a constantly accelerating ratio.) To 
use bis own language “ Irrespective of the increase of popu- 
the effect of, improvements in methods of prodvfition and 
^sechange %s to in&easi} The proof of this proposition 

is as folft)ws» 

“Demand is not a fixed quantity that increases only as 
population increases. In each individual It^rise^ with his 
power’of getting the things demanded. 
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“ The amount of wealth produced; is nowhere commensurate 
with the desire for weajth; and desire mounts with every 
additional opportunity tor gratification. , 

“ This being the jiasc, th^ effect of labor-saving ii&prove- 
ments will be to increase the production of wealth. _Now^for 
the production of wealtli, two things are require.cl, labor and 
land. Therefore, the effect of labor-saving improvements 
will be to ex/,end the demand for land, and v^herever the limit 
of the quality of land in use is reached, to bring into cultiva¬ 
tion lands of less natural productiveness, or to extend cultiva¬ 
tion! en the same lands to a point of lower natural productive- 
!ness. And tlin*s, while the pHinary effect of labor-saving 
iimju'ovements is to increase the power of labor, the secondary 
'effect is to extend cultivation, and, where this letters themai'- 
gin of cultivation, to increase rent. . . . 

“ '^Jms, where land is entirely api)ropriated, as in England, 
or where it is either appropriated or is capable of appropria¬ 
tion as rapidly as it is needed for use, as inHhe United States^ 
the ultimate! effect of labor-saving machinery Sr improvements 
is to incrl-.ase rent, without increasing wages or interest) 

“ It is imj)ort,ant that this be fully understood, for^it shows 
that effects attributed by current theories to increase of popu¬ 
lation are really due to the progress of invention, and ex))lains 
the otherwise por])lexing fact that laborlsaving machinery 
everywhere fails to benefit laborers.” 

And he concludes, .after repeating and further illustrating 
this view of the effecit of productive improvements and inven¬ 
tions, with the followingc’talicized p|oposition : “Wealth", in 
all ^ts fonns, being the pro'dnet of labor applied to land, or 
the products of land, ^lny increase in the power of labor, the 
demand for wealth being unsatisfied, will be utilized in pro¬ 
curing more wealth, and thus increase the demand I'or land.” 
And so, to use his own phrase, labor can not reap the beiteffcs 
which advancing civilization brin^, be;!aust they are “inter¬ 
cepted,” that is,* intercepted by ren£. 

That it may not be supposed that I am misrepresenting Mr. 
George, ar omitting any qualification of his propositions, I 
quote an 9 ther extended paragraph.. ' 
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“ Land being necessary to labor, and being reduced to pri¬ 
vate ownership, ettery inorease in the^oductive power of labor 
but increases rent, —the [)rice that labor,rauf#t pay for the oppor¬ 
tunity to utilize its powers; and thus all the '|»ained 

by the march of progress go to the owners of land and wages 
do not increase. Wages can not increase ; for, the greater 
the earnings of labor, the greater the jtrice that labor must 
pay out of its earfiings for the opj)ortuuity to make any earn¬ 
ings at all. The mere laborer has thus no more interest in tlie 
general advance of j)roducti>e j)ower than the Cuban slave 
has in advance in the price of sugar. And just as an aclK'niico 
in the price of sugar may miike the conditfou of the slave 
worse, by inducing the mastm- to drive him harder, so may ^he 
condition of the free laborer be positively, as well as relatii.. ly, 
changed for the worse by the increase in the productive power 
of his labor. For, begotten of the eontinnous r.r .fance of vents, 
arises a speculative tendency which discounts the effect of 
future improvemefits by a still further advance of rent.” 

BOS. The Second Count of the Indictment—The last sen¬ 
tence introduces Mr. Creorge’s second count in his arfaignment - 
of rent, 4s the great social criminal. 

Please carefully to note the point. The necessary, immedi¬ 
ate andiUrect effect of any .addition, from wliatever source, ' 
to the productive power of labor, is to increase rcjjts by just 
that amount, so that nothing is left to go either into enhanced 
wages or enhanced profits, the landlord taking the entire.' 
hijCrease, whateyer that mav be. 

But now another f'ree enters,! actually to deplete* the* 
alreadj’’ starving laborer. This Ts rhe speculative advanc^ in 
land, dwing to the expectation of lurth'er increments of value 
at the expense of the community. 

“ Welmve,” says Mr. George, “hitherto assumed, as is gen- 
etayy assumed in elucidations of the theory of rent,j that the 
actual margin of cultivati-on always coincides with whattaay 
be termed the iiecessary margin of cultiv.iflon,—tlmt is to 
say, we have assumed that cultivation extends topless produc¬ 
tive points only as it becomes necc'ssary frOto the* fact that 
natural opportunities are at the more productive points fully 
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utilized. This, probjibly, is t^e case Tin stationary or very 
slowly progressing communities ; butfin rapidly progressing 
communitfes, wheVe the swift and steady increase‘of rent 
{'ives‘confidence to (calculations of further increase,)ft is not 
the case. In such communities, (the confident expectation of 
- increased prices produce’s, to a greater or less extent, the effects 
of a, combination among lamUioldiira,, and tends to the with¬ 
holding of land from use, in expectation of higher prices, thus 
forcing the margin of cultivation farther than required by the 
necessities of production.’^ 

6/>3. The Third Coupt.—But this is not the end of the mis¬ 
chief attending*the private ownt-rship of land. We have now 
thp third and final count in this arraignment. {Thd specula¬ 
tive holding of land, just described, becomes, on turn, the 
cause of incessant industrial disturbance, and of those great 
periodic convulsions of production and trade which involve 
the laboring classes, ])oor, inert, and unapt to travel or tO' 
change of occupation, in the decjtest distress, j 

“ PrOduc^lion,” says Mr. George, in exjdanation of an 
assumed industrial crisis, “ has somewhere been checked, and 
this reduction in the supply of some things has sho#vn itself 
in cessation of demand for others, the check propagating 
itself througli the whole framework of industry and exchange. 
Now, thohidmirial pyramid manifestly rests on ^lie land. 

“ The priinaiy and fundamental occupations, which create 
a demand for all otlmrs, .arc evidently those which extract 
wealth from nature, and hence, If^wt; trace from one exchange 
point to another, and frem oik‘ occupation to another, this 
chejk to production, which sliows itself in decreased purchas¬ 
ing power, we must uftimately find it in some obstacle'which 
checks labor m ex])ending itself onjand. 

“ And that obstacle, it is clear, is the spec-ulative advance in 
rent, or the value of land, which produces the same effects aa 
(in fact, it is) a lock-out of Labor aod (fapit&l by landowners. 
This ch(*ck to prbduction, beginning at the basts of interlaced 
industry, prepagates itself from exchange point to exchange 
point, cessation df supply becoming •failure of demandj until, 
so to speak, the whole machine is thrown out of gear, and the 
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spectacle is evcrwhere presented of labor going to waste 
while laborers suffer froin.want.” 

610. Tlbis concludes Mr George’s arraignment of private 
propertj* in land.* If these successive ^counts can be’ sus¬ 
tained, he is fully borne qut in his conclusion that “ the neces- 
eary result of^aterial progress—land being private property 
—is, no matter zo/iat the increase in population, to force labor¬ 
ers to wages whiclf give but a bare living; ” or,ja8 he else¬ 
where expresses it, that “material progress does not mcnOy 
fail to relieve poverty, it actually produces it;” or, again, 
that, “whatever be the increase of productive power,^i‘nt 
steadily tends to swallow up tire gain and more*thnn the gain:” 
■or, again, *tltat “the ownershij) of the land on ^\^iich and from 
which a niai; must live, is virtually the ownership of <iie 
man himself, and in acknowledging the right of some individ¬ 
uals to the exclusive use and enjoyment of the < arth, wepon- 
demn other individuals to slavery, as fully and as completely 

though we had fbnnally made them chattels.” 

To a man who fielieved but a sma'l fraction of this, the con¬ 
clusion which Mr. (ieorge announces at the close of tlic follow¬ 
ing paragraph would appear irresistible :— 

“ As long as this institution exists, no increase, in productive 
power can permanently beijefit the masses, but, on the con¬ 
trary, must tend to still further depress their condition.*. . . 
Poverty deepens ils wealth in jreases, and wages are forced 
down while proilaclive jiower grows, because land, which is 
the source of all wealth and the held of all labor, is monopo>’«ed. 
To extirpate poverty, to piak’o ij-agef^what justice commands 
they should be, tiie full earnings of the laborer, we must there-. 
fore substitute for the individual ov iiership of land a comnion 
■ownership.” 

611. BJeamination of Ifr. George’s Propositions.—I 
befteve I have presented, in tlie foregoing extracts, every essen¬ 
tial feature of M^’. G^orgf’s economic system, witfiout sup¬ 
pression hr perversion. Ldt us now take up, in inversg order, 

- - -,- 

* The paragraphs following are condensed from my work,* Lund and 
Its Rent! 
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Mr. George’s three capital propositions. And, first, how much 
is there in the view that .commercial disturbance and industrial 
depression' are cMefly. due to the speculative holding of 
Ipd?' 

( That land, in its own degree, shares with other species of 
1 property in the speculative impulses of exchange, is a matter 
I of course. Plvery body knows it; no one ever thought of 
Idcnying it. . Mr. George makes no point against private prop' 
'erty in land, however, unless he can show that it is, of all 
species of property, peculiarly the subject of speculative 
limpA*'.ses. Now, this is so far from being either self-evident or 
established by hdequate induction, that the contrary is the 
general opinion of economic writers. Of all species of prop¬ 
erty, land, especially agricultural land, starts latent and 8top.s 
earliest in any upward movement of prices, as induced, for 
instance, by a paper-money inflation, which perhaps affords 
the best opportunity for the study of purely speculative 
impulses. 

K 512. We now come to Mr. George’s second count. The 
allegation that the enhancement of the value of laud, above 
what should be regarded as the capitalized value of its present 
productive or income-yielding power, withdraws large bodies 
of land from cultivation, thns driving labor and capital to 
poorer and more distant soils, in order to secure the needed 
subsistence of the community, can only be characterized, so 
far as all the agricultural* uses of land are concerned, as a 
baseless assumption, for which not a particle of proper statis- 
’ tical proof can be adduced, and which is directly contrary to 
•the reason of the case. . 

Because, forsooth, a man is holding a tract of land- in the 
hope of a rise in its value, years hence, docs that constitute 
any reason why he should refuse to rent it, this year or next, 
and get from it what he can, were it no more than enough to 
pay his taxes and a part of the interest on the money borrowed 
to “ carry ” the "property ? How unreasonable to assume that 


^ *11 will be obseived that in the extracts quoted it is euUimlion which 
is spoken of. ' , 
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j men owning good pr'oductive, land wil^ refuse to allow it to 
:be cultivated now, simply because »they cannot get for it 
I a rent Which corresponds to forward ulti- 

imately'^o realize as its capital, price! , ’ 

Undoubtedly the speculative treatment of building lots does 
cause a certain amount of city real estate to be Jicld out of 
use. Nobody needed JVlr. George to tell him this ; but that 
the amount of land so reserved is such as serioufiy to retard 
the development of population, trade, or manufactures, excej)t 
in a craze like that which se,ia?d the people of San Francisco 
in 1868,* seems highly improbable. , 

613. Progress and Poverty?—Let ns now Jfocced to deal 
with Mr.’George’s main proposition, th» proposition to whjch 
the others are subsidiary. If this be established, it reallv .l,)e8 
not matter much whether the others are true or not, since the 
condition of humanity under the grinding press .re of this^ain 
force will be about as bad as it could bo ; while, if this be dis¬ 
proved, Mr. Geo^^’s whole system must break down ridiculous¬ 
ly, leaving it to matter little ■whether the minor evils attributed 
to the private ownership of land be found ^to have' any real 
existence.or not. This it is which constitutes the original 
feature of Mr. George’s book, the proposition, namely, that, 
“irrespective of the incitase in population,' the effoyt of 
improvements in methods of production and exchange is to 
increase rent; ” tiiis effect being carried so far that “ all the 
advantages gained by the march of process go to the owners ‘ 
o^land, and wages do not increase,” the laboring man Laving 
“ no more interest in tha gene?al^adwance of productive power* 
than the Cuban slave has in adva’ice in the price of sugar,” 
capita? also, in its turn, suffering, and to an equal extent, 
since, as Mr. George states, the effect of* labor-saving 
machinery or improvements is to increase rent without 
iitcipasing either wages or interest. 

• This w episode, consequeift on tlie fast approaching (;pmpletion 
of the first trans-continental railway, appears to have profoundly 
affected Mr. George’s mind, and have prbduced in him the belief that 
what there and then took plate, under extraordinary c^rcunAtances, is,a 
common indent of land owitership. 
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Now this is not only false, hut tidiculously false, blunder 
being piled on blander, tq reach a conclusion so monstrous. 

614 . In the first Yiacp, the ^)roposition is contradmted by 
plain tacts of comipon observation and by unimpet.chable 
testimony of industrial statistics. The laborer has gained in 
^ges through the labor-.saving inventions and iijjprovements 
of modern times. Speaking of England, Sir James Caird 
says : “ The laborer’s earning power in procuring the staff of 
life cost him five days’ W'ork to pay for a bushel of wheat 
in 1770, four days’ in 1840, and trvo and a h.alf days’ in 1870.” 
So Hh’ch for-bread. “ Thirty years ago,” says Sir James, 
“ probably not bue-third of the 'people of this country con¬ 
sumed animal food m^re than once a week. Now, nearly all 
of them eat it in meat or cheese or butter, once a Jlay.” .The 
same high authority adds: “ The laborer is better lodged 
than ,he ever was before.” We need ho one to tell us that 
the laborer’s power to piu’cliase manuiactured articles has 
increased, since 1770, much more rapidly than his power to 
purchase agricultural produce, whether anima'i or vegetable. 

To the assertion of Mr. George that even the capitalist gains 
nothing by inventions and improvements in the agpncics of 
trade or manufactures, because the landlord usurps and absorbs 
all pojssible increase of productive power, what better answer 
can we give than that of Professor Emile de Laveleye, himself 
a qualified advocate of the state ownership df lancl ? 

“ Who occupy th(f pretty houses and' villas which are 
springing up in every direction in all prosperous towns ? Cer¬ 
tainly, more than two-tlt'rds of' thqge occupants are fresh 
capitalists. The value of capital engaged in industrial enter¬ 
prise exceeds that of la!nd itself, and its potoer ofaccuimlation 
is far greater <than that of ground rents. . . . We see, then | 
that the increase of profits and of interest takes a mfich larger 
proportiop of the total value of labor, and is a more geiijjrkl 
and‘powerful cause of inequality, than Ijhe irtorease of rent.” * 

816 . Bo much for industrial statistics and fj^cts of bommon 
observation.. Let us now f urn to the reason of the case. And, 


* Uontemporary Keview,"^November, 1882. 
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first, let us recite Mr: George’s own argi^ment. “ The effect,” 
he says, “ of labor-saving improvements will be to increase 
the production of wealth. No^\", for tlfe prbductioti of wealth, 
two thirigs are required—labor and land. .. Therefore the’effe(;t 
of labor-saving improvements will be to extend the demand 
for land.” 

A pretty piece of reasoning this ! Two things are needed 
for the productioh of wealth, land and labor; therefore an 
increase of production will “ extend ” the demand for land, for¬ 
sooth ! But why not alsofoflabor, since both are concerned 
in production ■ ' , 

But Mr. George is further ill error, even, tL^^i would so far 
appear. •'lie has got the thing exactly iitrong. It is not oi^y 
true that ar. increased production of -wealth may iuxoh an 
enhanced demand for labor as well as for land ; but it is also 
incontestably true that the increased [irodui Lion of wealth 
rarely if ever causes an increased demand for land without a 
Corresponding dentand for labor, while, on the contrary, an 
increased production of wealth ina} cause an enormous increase 
in the demand for labor without enhancing the demand for 
the prod'icts of the soil in any degree whatsoever. 

Here is a pound of raw cotton, the production of whioh 
makes a certain demand, sn- drain, upon the land. Tiithat ' 
cotton may be aj)|)lied the labor of one operative for half an 
hour, worth, saj% hve cents. .Siutcessive demands for the pro¬ 
duction of wealth may lead to the applu-ation of, first, a full 
honor’s labor, then of two hours’, then of three, four, 01 five ; 
finer and finer fabrics being Rucct«sively produced, until at 
last Hhe pound- of cotton has been wrought into the D\ost 
exquisile articles. Mr. George says that the wholp effect of 
any increase in the production of wealth is to* enhance the 
demand for land. Here is adarge increase of production, two- 
fofd, threefold, teafold, with no additional demand, or drain, 
upon the soil. 

616. l^ut I g* further, and assert, without Tefy ofeontra- 
diction, that not only is no increaso>in the demand for land 
necessarilyjnvolved in anfincrcased productioh pf wtalth, but 
that the enhancement of the demand for land, in the-progress 
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of society, habitually ^falls short of* the 'enhancement of the 
demand for labor, the inureale of production taking two great 
forms,—onh whiclf involves no increase whatever*- in the 
njaterfals derived from the, soil; the other in which the 
increased demand for land falls short, generalbr far short, 
often almost infinitely'short, of the increaseddemand for 
labor. 

« 

Let us look around. I have cited one instance, that of the 
use made in the mill of a pound of cotton, manufactured 
successively into fabrics worth, perhaps, twenty cents a pound, 
then^fhirty, then fifty,, then one dollar* This is not an 
extreme ease. , 

.Here is the rude furniture of a laborer’s cottage, worth 
perhaps |30. The same amount of wood may be made into 
furniture worth Ji200 for the home of the elerk, or into 
furnV^.ure worth 12,000 for the home of the banker. The steel 
that would be needed to make a cheap scythe worth eighty cents 
may be rendered into watch-springs, or‘'surgical or philo¬ 
sophical instruments worth flOO or 1200. A gentleman of 
means go'es to Delmonico’s, and pays two, three or five dollars 
for a dinner which makes no heavier drain upon the p^-oductive 
essences of the soil than a dinner of corned beef and cabbage 
for \Yhich a laborer pays twenty-five cents. A part of the 
difference between the ])rices of the two dinners, to be sure, 
represents the cost of an exj)ensive business stand ” on Fifth 
Avenue ; but by far J;he greater part represents service of one 
kind or another, at one stage or'another, in making the dishes 
exquisite ih appearance aa-d flavor, in»serving them neatly and 
elegantly with all the appliances of taste and fashion. ''Our 
gentlemanj before dihing, had perhaps been measured for a 
pair of boots "for which he was to pay Sl2 or $15, yet con¬ 
taining no more leather, and so nvaking no more draught upon 
the procUmtive essences of the soil, in the way of nouri^itig 
the'animal from which the leatheri'Wa8*cut,ethan the laborer’s 
$3 pair'of “stogies ” ; he had also ordered a stiitof clothes for 
$60 or $75,*at his tailor’s, no thicker, no warmer, containing 
no more'fiber,'than the laborer’s‘$15 tweeds. In all these 
cases (an/l they fairly represept the facts of personal con 
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sumption in modern Society) the main qause for the excess of 
value in products of higher pricfe ia not the use of a larger 
quantitj* of material, involving ^ greater detnaud oi'draiu upon 
the prolnctive essences of the ^oil, but the application qf 
more labor to the same quantity of material. 

617. How^Par Mr. George is in Ehror.—In contradiction, 
then, of Mr. George’s proposition that the entire effect of an 
increase of production is expended in raising rents, neither 
wages nor the interest of capital deriving any gain whatsoever 
therefrom, rent indeed absorbing the entii’e gain,“ and more than 
the gain,” we havo seen,— 

1 . That an increase of production may enliaifce llio demand . 
for labor*equally with the demand for liaid. 

2 . 'That, lin fact, in those forms of production w^'ch 
especially characterize modem society, the rate of enhancement 
of the demand for labor tends to far exceou the rate of 
enhancement of the demand for land. 

* 3. That an increJtsed demand for the production of wealth 
may, and in a vast body o^" instances does, enhance the 
demand for labor without enhancing the dpmand ffir land in 
any, the slightest, degree, the whole effect being cxiiended in 
the elaboration of the same amount of material. 

4. We have now only to show, in the fourth place,that, 
instead of all imjirovements and inventions increasing the 
demand for land, as Mr. George declares, the most numerous 
and most important classes of improvements and inventions 
acjqally operate powerfully, ^irectly, and exclusively, in 1 educ¬ 
ing the demand for land,*-we bave,4 say, only to show this, to 
convict this writer of the grossest incompetence for cconqpiic 
reasonibg. This it will be oa.sy to do. .' ^ 

*618. Influence, upon Rents, ofimprovemelits in Trans¬ 
portation!—With few exVptions, all improvements and 
in^qptions fall naturally under one or another pf three 
great classes.—firut,, those which affect manufacturing indus¬ 
try j thpse which affect transportalidn ; tiujji, those 

which affect the cultivation of the soil. 

Of these three classes(ithas always been admitted* by econ¬ 
omists'that the ffrst tends .to enhance the demand Jor landj 
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and thus to raise rents, although, as weTiave just now seen, 

not necessarily, or indeed.usually, without also enhancing the 
demand fo^ labor !ind ^capital, and thus raising wages and 
ii^tere^.) The two'c remainijig classes of iinproveradhts and 
inventions tend directly, and indeed operate exclusively,* to 
reduce the demand for land, leaving, thus, the ^'liole advan¬ 
tage of such improvements and inventions to he acquired by 
either labor er capital, or, in one pro])orti6n or another, by 
both labor and caj)ital. 

And, first, of im})rovements in> transj)ortation. I need not 
wastKtime in calling to piind the mighty strides which inven¬ 
tion has made, ^hiring the past fifty years, in this direction, 
sul^stituting for the sailing vessel of 400 tons, which carried 
its petty lairgo of wheat in forty or sixty days^ from ^Jew 
York to Liverpool, the steamship of 6,000 tons, which makes 
the jijissage in nine days or twelve ; substituting for the tedi¬ 
ous wagon carriage which in forty or fifty miles, perhaps in 
twenty or thirty only, ate up the whole valhe of the frcightj’ 
carriage by steam cars, drawn on steel rails, which, allowing 
for transjtort froni Dakota to New York, h>aves enough of the 
value of the freight to jiay for the ocean passage and for the 
support of the }iroducer upon those distant jilains. Add the 

• telegr^aph and the fast mail, for transmitting orders and trans¬ 
acting sales, and one will hardly question the assertion that 
the greatest of all the classes of improvements and inventions 

‘ effected within the Jast half-century, has been that which 
relates to transjiortation. * 

• Is it the'effect of improvements ojf this class to enhance 

ren^s? Absolutely and exclusively the revense. What'eVer' 
quickens and cheapens*transport, acts directly iji the reduction 
of rents, and *an not act in any other way, since it throws out 
of cultivation the poorer lands previously in use for the supjjlyi 
of the market, enabling the better soils at a. distance to taH'e 
theit place, thus raising the lower lirait,'^!’, Ss it is called, the 
“margiit” of cultivation, and thus reducing resits. ^ : 

‘ I 

* " Irrespective of the increase of populalSon,” to use Mr. George’s own 
voluntary qualification. 
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519. Influence, uf)Cn l^ento, of ImproTements in Agricul- 
ttire.—I>ut, secondly, take the casei, of agricultural improve¬ 
ments and inventions. Here the effect on*rents ismot so sim¬ 
ple. it is perfectly demonstrable (half of the two groups * 
into which.such inventions or improvements are divided, all 
of one kind‘^iminish rent in a ccrtaimdegree, while all of the 
other kind diminish it in a much higher degree. 

<^The two kinds V>f agricultural improvements ajid inventions 
referred to are: 

First, those which do not actually increase the amount of 
produce, but diminish the labor and expense by whicjj'.that 
amount is obtained, s\ich aff the improved*construction of 
tools, 01 * the introduction of new instruments which spare 
mantial labor. 

Second, those which enable the land to yield a greater 
absolute produce, sucfi as the disuse of fallov > by mesyis of 
the rotation of crops, the introduction of new vegetable species, 
•the introduction of new and more powerful fertilizing agents 
or a better apjcftcation of f.nmili.-.r manures, and mechani(\al 
inventions, like sub-soil plowing or tile-draining. ’ 

Now, improvements or inventions of the first class, as, by 
the supposition, they do not increase the produce of the land, 
so they do not, sup))osing (them to be (squally applicable^to all # 
grades of soil, diminish the share of that produce going to the 
landlords as rent.’ But while the actiual number of jcouinh., 
bushels, etc., of .agricultunal iwodnets gying to the owners o^ 
the soil remains the same, in •(.he face of such improv. oients 
and inventions, those prt)ducts«are cheapened through the sav-. 
in^tf)f labor iiKheir production. Thus, while rents rernai^j the 
8 ame,»fM kind, their money value, or ^ower to purchase the 
products of other branches of industry or the services of other 
classes of producers, is diminished in just so far as such 
ilbjirovcmcnts are effectual. ^ 

620. Next, it is clear that those agricultural improvements ’ 
and invbntionstwhich en.able a given area to* yield » greater 
quantity of produce, act even more»directly in 3iminution of/ 

-!_!_ 1 __ 

, *As justly chtractcrized by Mr. J. S. Mill. . 
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|rent. Take, for illustration, tlie dis'useW fallows by rotation 
of crops. Formerly it was thought"nece88ary to let even the 
best land lib out of*cult^vationpne year in three or four. On 
the contrary, it is nW perfeptly established that, if frops be 
duly varied, land may be continuously cultivatjjd without 
■exhaustion. It is evident that this discovery is equivalent to 
increasing tlie capacity of any tract by one-h.alf or one-third : 
so that, for ? given amount of agricultural'produce required 
for the sustentation of the community and for the raw mate- 
'rials of manufacture, such an improvement would allow vast 
bodi&Tiof the poorer grades of soil to be tlirown out of eultiva- 
,tion, thus diminishing (paragr.aph 257) the aggregate amount 
jtOjbe received, as rents, by landlords, in that eommmiity. A 
similar effect, in a greater or less degree, would be j)roduc*d by 
the introduction of neu' and more powerful fertilizers, or bj 
sub-spil plowing and under-drainage. 

.^621. Summing up.—We thus see that* all re.al agricultural 
inventions and improvements tend, as all Improvements and 
inventions in transportation tend, directly and exclusively, to 
diminish tents. So th.at of the three grand classes ir^to which 
industrial improvements and inventions are divided, t,wo act in 
a direction exactly opj)osite to that in which Mr. George’s 

• theory would require them to act. *01 the third grand class of 
improvements and inventions, viz., those relating to manufac¬ 
tures, we have admitted that some do, by Jailing for larger 

' amounts of raw material, enhance the demAnd for land ; but 
we have shown, that in these very cases, the increase in tlie 

• demand for labor is almost, always eqpalto the increase in ttie 
denjand for land, is often greater, is sometimes, vastly grft'iter! 
We have, also, shown that there are other, still more numerous 
and more important, improvements and inventions in manufac^ 
tures which do not enhance the IsyJd in any degree, Vhile they 
call for greater and still greater applications of labor to^^the 
same amounts of material. 

Can awy thing more be required to show how^groundless and 
preposterou*‘is the view Qf the hitherto unsuspected import¬ 
ance of rent as a factor in the distribution of wealth, which 
Mr. George has presented as a mayvelous discovery iit econ- 
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onucs, and upon wkdih he has built his pretentious super¬ 
structure : the necessary ,rela'tion of Progress to Ever Increas¬ 
ing Poverty ? That such an argument should for a moment 
have ii^posed upon anybody, is enouj^h tJ give one answ con¬ 
ception of the intellectual capabilities of mankind. 

XI. 

IKE BANKING FUNCTIONS. 

622. “The trade or profession of banking,” says -Jjord 
Liverpool, “ has been exercised in all counti'Ses .md au ages. 
It existod in the republic of Greece and in*ancient Rome. 
These wer^ in all these States, men who received money as a 
deposit, repaid it upon the drafts of those who had intrusted 
them with it, and derived their profits from ha', ing this money 
in their custody.” * 

• Ist. Pinanoiering.—In modem times, the first banks appear 
in Italy. Mr. Uagehot states that the earliest of these “ were 
finance pompanies. The Bank of St. George, at Genoa, and 
■other bajaks founded ia imitation of it, were at first only com¬ 
panies to make loans to, and to float loans for, the govern¬ 
ments of the cities in whigh they wore founded.” , 

“ Financiering,” then, may be regarded as the first banking 
function developSd, in modern times. In the reign of William 
and Mary certain Capitalists made a loan of £1,200,000 to tha» 
English government, receiving, in consideration the.cfor, a 
ctarter constituting theju the ./Jovgraor and Company of the. 

of England. Robert Morris’s Bank of North America 
had awery similar origin. Under the present National link¬ 
ing system of the United States, the bank beginS by lending 
all, or ndirly all, its capitij to the government. Ihe great 
v#aj loans of thp United States, 1861-5, were, in the main, 
floated ” by tha banks. 

828.2d. Bogle Credits' of the Bank of Amsterdam.— The 

next banking function historically developed* ,was that of 
giving the people good money in place of a. medley of worn 
and clipped coins, of a great diversity of coinkges,^belonging 
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to many nations. It was to serve this Wee that the banks of 
Northern Europe were created. 

' “Before‘l609,” Says Adam^Smith, “the great quantity of 
clippefl and worn fljreign 0910 which Ihe extensive ^jade of 
Amsterdam brought from all parts of Europe, reduced the 
value of its currency about 9 per cent, below ^hat of good 
> money, fres^i from the mint. Such money no sooner appeared 
than it was melted down or carried away,' as it always is in 
such circumstances.* The merchants, with plenty of currency, 
could not always find a sufficient quantity of good money to 
pay«\:beir bills of exchange ; and the value of those bills, in 
spite of severa^l* regulations which were made to prevent it, 
bepame in a great measure uncertain. * 

“In order to remedy these inconveniences, a banks was 
established, in 1609, under the guarantee of the city. This 
, bank,received both foreign coin and the light and worn coin 
, of the country, at its real intrinsic value'in the good standard 
money of the country, deducting only so ftiuch as was neceS- 
isary for defraying the expense of coinage and'the other neces¬ 
sary expenses of management. For the value which^emained 
after this small deduction was made,'it gave a credit on its 
books. This credit was called bank-money, which, as it rep- 
‘ resented money exactly according to the stiindard of the mint, 
was always of the same real value, and intrinsically worth 
more than current money.; It was at the same time enacted 

* “ that all bills drawp upon or negotiated at Amsterdam, of 
the value of 60 guilders or upwards, should be paid in bank 

• money, wllich at once to«k awiy all»uncertainty in the value 
of ^ose bills.” 

It will be observed that Adam Smith calls these ^credits 
inscribed upon the books of the Bank of Amsterdam, “ bank'- 
money; ” but this money, if it is.to be called so, w*ill be seen 
to differ, widely from the bank money of to-day, alrfafly 
described: 1st. It did not circulaite from *hand to hand, as 
the orffinar;^ medium of effecting exchanges ; 2d; It was 
never in excess of the amount of metallic money actually in 
the vaults on deposit. • 

<• * See statement of Greshamb Law, par. 181., 
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524. 8d. CanoellatJbndf Indebtedness.— The next banking 
function, which we arc cailed upon to notice, is the Cancel¬ 
lation of Indebtedness. 

An eifbnnous volume of indebtedness sli all times exists in 
any highly, progressive country, which has to be paid and 
renewed fro^ day to day. The lafcor and loss of time 
involved m collecting debts and paying moneys, with the 
probable delay arid disappointment involved therein, would 
be almost intolerable unless some special agency were estab¬ 
lished for doing this work upon a large scale and with all the 
advantages which we have found tcj result from the/appli¬ 
cation of the division of ikbor. This• fun’^tiou the bank, 
perform?. 

If,*in anyigreat city, many banks are required to cari-j' on 
this function, these banks, in turn, establish a common agency 
for settling their mutual obligations, called a C learing Hquse.* 

The transactions of such an institution in New York or 
London may amount to thirty or forty thousand millions of 
dollars a year. This vast body of indebtedness is adjusted 
through the labor of a hundredth part as,many dlerks and 
messengirs, and the uSe of a hundredth piirt as much actual 
money as would have been required, had each person who had 
money owing to him been* obliged to attend to the collection ' 
himself, or tyrongh his own clerks or messengers. 

626. 4th. Bxonange.— The next banking function is to 
remit money and conduct exchange, , 
i ,'What is termed “Exchange^’ is merely the principle of the 
cancellation of indebtedness btJtti"e(^ individuals oT the same’ 

, city,'carried ofit to trading communities and nations. e 
shall s^eak, under a subsequent title, of tlie principles regulating 
Foreign Exchanges. , * 

This function, again, the bank to a great extent performs, 
aSdiin so doing renders the trading community an^ immense 
service. If everi^ meS'chqint who had to pay money in another, 
city or country* were obliged to find out, for jjimself, some | 

* The subject of the Clearing House and, indeed, all thi agencies and' 
instrunjentalities of trade willbe found treated most* l\jcidly and justly 
in Prof. Jevqps’ work “Mon»y and the Mechanism of Exchange.” 
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person who had the right to receive mlney at that, place, at 
that time, and perha'ps in the ‘same sum, an inconceivable 
amount of inconvenience and delay, of vexation and disap- 
pointnJent, often rel^ltilig in commercial discredit, wijuld be 
(experienced. 

If we may accept Mr^) Henry Thornton’s accofmt of the 
rise of the ‘country banks of England, it was ^through the 
gradual gro\^th of e.xchangc-operations between country shop¬ 
keepers and those of the cities, that these institutions came, 
almost unnoticed, into existence., 

626.—6th.—Safe Deposit.—The‘fifth banking function isjo 
serve as a place bf s^fe deposit. • Mr. Francis, in his History of 
the Bank of Efngland, attributes the rise of the city banks 
primarily to the need of this service. In the unguarded and 
unlighted London which Macaulay so graphically describes in 
his memorable Third Chapter, robberies and burglaries were 
of frequent occurrence. No m.au’s home'was safe, if known toj 
contain any considerable amount of treasure^ unless barricaded| 
and defended by armed servants. The goldsmiths, having inj 
the way of their trade to keep large quantities of gold and; 
silver, had strong houses strongly guarded. To theiUj men of \ 
smaller means, private gentlemen, or shopkeepers, intrusted i 
. what they dared not keep at homp, paying, at first, for the 
privilege. 

In the course of time, the goldsmiths found* that*this custody 
•of funds afforded a legitimate opportunity fdr realizing a profit, 
through loaning some part of these deposits. Then the deposi- 
.tors were i>o longer required t(j p4y ^r the safe keeping.' In 
time, the bankers came, perhaps, to pay interest on/r'chd 
deposits, themselves, wSiich they loaned out to others, atdiigher 
Wates, iwhile' the depositors received certificates of the value of 
; what they had left with the goldspiiths. The certififcates soon 
began to circulate from hand to hand. “.These,” say8,Jfr. 
Francis,‘^ipay be considered the',first, kind of bank notes 
issued in England.” In this way‘the goldsguths’ street in 
London, Lombard Street, came to be the bankers’ street, the 
greatest bnnking*street of the world.* 


famous work on Paper Ciedit, published ^ 1802. 
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The ordinary bank’M still, to a great extent, a place of safe 
deposit for money, family jewels, deeds, and bonds, although 
special institutions for safe deposit are now found in manv 
large cities. 

627.—eth. Deposit and Discount.—The sixth and the chief 
of the legitiniate functions of the mo^rn bank is to serva-as 
an intermediary in the loan of capital, in aid of commerce and 
manufactures and 'other private enterprises, not nverely to loan 
its own capital, as in the case of the Bank of Genoa and others 
that have been spoken of, or t < conduct loans for government, 
or for great corporations. 

The technical terms, deposit and discount, i|Tve to charac¬ 
terize this function. It is in this way that banks make th^ir 
largest contribution to the advancement of commerce r.d 
industry. This office of banking is, however, as much over¬ 
rated by some as it is linderrated by others. Men who ar^! not 
versed in economic j)rinciple8, when they see the wonderful 
effects wrought by gathering into one great reservoir the 
wealth of ten thousand individuals, much of which would other¬ 
wise be hoarded or unwisely applied, and conducting it thence, 
as occasif|ns require, in various directions, through channels 
judiciously devised to secure the highest and most effective 
irrigation of the field of industry, are apt to imagine that the 
bank in some way creates capital. This is a wholly mistaken 
notion. The'bank adds to the wealth of the community only 
by economizing and directing capital to the best ends. ' 

So important is this fimcticn that most European writers, 
when they speak of banking, have only in mind deposit and 
Jis^S>unt, all other functions being held to be minor and sub¬ 
ordinate. 

*628.—7th. Issue of Paper Money—To an Amencan, how¬ 
ever, thet^^ord, banking, is more likely to bring up the notion 
of^per money. issue of such money is the seventh and 
the last of the banking functions which we have occasion to 
eonsider. 

That the making of money is not necessarify connected 
with deposit and discount, is abundantly established by the 
consent of all writers of authority in this field,* as yi’ell as by 
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the example of many of the greaterff'- 'deposit banks of the 
world. “ Issuing,” says.Mr. Nicholsonj'j “ is creating money ; 
banking iS managfag money ^fter it hai S been issued.” 

' ^ “ A*bank of issu®” says I^ord Overst'one, “is intrtJIted with 
the creation of the circulating medium i ^ bank of deposit and 
discount is concerned (fnly with the use' > distriMtion or appli¬ 
cation of tiiat circulating medium. The; principles upon which 
these two branches of business ought to{ be'conducted are per¬ 
fectly distinct, and never can be reduce 1 to one and the same 


rule.” 

O’he great London joint-stock banks, a^ single one of which 
holds deposits .rising into tens of millions^'*) and whose ordinary 
dividends are three times as great as th'^ose of the’Bank of 
England, never issue a note. . 

In this country, however, the word ban k, through much of 
our history, has to most people signified ' little more than a 
place where p,aper money was manufactur‘^cd. 

B28. The Banking Agencies.—Such arc^ the banking func¬ 
tions. The agencies by which the funct ions are performed 
may be grouped under four heads: (l|)) state banks; (2), 
joint-stock banks; (3), priv.ate bankii; j(4), bill-brokers and 
dealers in exchange. These agents enror in very different 
proportions to effect the banking ivork to** be done in different 


countries. In this eonntry, so barge a , 
work was, from the beginning of the conn 
' of the war of secession, done by joint-stoc 


^art of the banking 
“^try till the outbreak 
H banks, that it may 


be broadly said that this was the sole bank'nng agency known 
to our people, although, in a fewc cities 1. private banking 
hovses of high reputation were early star ted and well .'iTain- 
t.ained, and the business of bill-broking wai not unrectignized. 
Under another title, we shall give a brief s^ketch of the pres 
ent “ National Banking System ’lof the Ur^dted Statei 
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630. —The ‘National Banking Sy(|tem of the IJ. S.*— 
No bank, in the modern sense of that term, was established in 
America during the coldnial period. The word, bank,was indeed 
sometimes used, with reference, liowever, to a batch of paper 
money issued from a colonial^treasury. During the revolu¬ 
tion the eminent financier, Robert Morris, established a bank 
in aid of the continental finaaces. Ifi 1700 there werif three 
banks in the United States ; the Dank of NoAh Ameriea, in 
Philadelphia^ established, as related, by Robert Morris, )/ht 
then under a charter from the state of Pennsylvania; the 
Bank of New York, in the city of that name ; and the B,n>.s of 
Massachusetts, in Boston. In 1791 was created the first flank 
of the United Stat«s, with a capital of ten mlhions of dollars, 
having a charter*for twenty years, with power to issue notes 
payable on demand in specie. So completely witho^it regula¬ 
tion and without insj)eetion was the; so-calleJl pajter money of 
the United States in that period, that it is impossible to recovc'r 
the facts of banking capital, circulation, deposits or specie. 
Scarcely a statistical fragment survives. There is reason to 
suppose that‘the bflicers ot many banks did not themselves 
know the liabilitiA of tlieir own institutions. The paper 
money issued by such an institution, wa!i, in every economic 
sense, inconvertible. Tte jtrc^nse,of conversion vould only 
be ihryntained Ijy a stringent public oj>inion, hostile to the 
presentation of bank notes for redemption, by bank rettSia- 
tfons, and even, in frontier communities, by “lyncTl law.” 

631. Oifthe refusal of Cipgress to re-charter the bank of 
th«,*ynited States, 5 , large number of the state banks sprang into 
existence, almost »all pf ^lie usual American “ joi^t-stock ” 
type, on the prjpciple of limited liability. In not .a single 
state were the banks subject to regulfition or cveilgupervision, 

* The .first part of this article is condensed from the’tn’elfth* chapter of 
my work on Myney, Trade and industry. 
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to make sure that they did their d«tyl er that they did not 
commit injury. The? language of Jdr. J. R. McCulloch, re¬ 
garding the Americail banking system of that day, js hardly^ 
extravagant. “ Hafd a committee of clever men bee%^elected 
lb devise means by which i!hc public might be tempted to 
engage in all manner of absurd projects, and bo most easily 
duped and dwindled, we do not know that thdy could have 
hit upon any thing half so likely to effect their object as the 
existing American banking system. It has no redeeming 
quality about it, but is, from beginnmg to end, a compound 
of quackery and imposture.” 

BSi. The outbreak o'/ war with England caused the .sus¬ 
pension of spe'die payments by nearly all banks exqept those 
of^cw England ; but this was followed by an enormous in¬ 
crease of issues, so that the outstanding notes, which had been 
estimated at twenty millions in 1811, rose, according to Sec¬ 
retary Crawford, to somewhere between sixty-two and seventy 
millions in 1813, and to somewhere betwce,n ninety-nine and^ 
hundred and ten millions in 1815. The fact that it was im¬ 
possible for the secretary of the treasury to tell, within eleven 
millions, the amohnt of the notes outstanding, is fairly char¬ 
acteristic of the monetary system at this time. The circulat¬ 
ing paper was of every degree of viilue down to utter worth¬ 
lessness. Many banks were ably managed by honest men, 
with reasonable regard to the public interest. *• Many were 
organized and conducted by sharpers aird swindlers, as a 
means of wholesale r'obbery.* 

At the close of the war. in 181-5, the depreciation of balik 
paper reached, in some cased', fifteen, twenty and even tv^.ty^ 
fivfi per cent. The excess of circulating paper had algo, been 
promoted by the extensive issue of United States treasury 

- i — - - t . . , 

* Prof. Sumner, in his History of American Currency, states that ^he 
Farmers’ Exchange bank, of Gloucester, Mass., was organized W.th a 
nominal capital of one million dollars. Only !^19,f41.46 was ever paid 
in ; and of this the directors subsequently withdrew tiieir own subscrip¬ 
tions, leaving |3,081.11. One man bought out eleven directors for $1,800 
each and then loaned himself $760,265. When the bank failed it had 
$86.46 in specie. The bank notes outstanding were estimated at $580,000- 
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notes. These were nol of* forced circulation ; they failed to 
be paid at maturity, and adde’d greatly to commercial distrust 
and distjess. Throughout 1816 the bank» continued to issue 
their discredited notes, while floods of unJhartergd scri^ were 
poured out^ in bills of all denominations from six cents 
upward. ‘ 

638. The^vils of the financial situation led t<f the estab¬ 
lishment, in 1816,*of t^e second Bank of the Ujiited States, 
with a capital of thirty-five millions, of which the United States 
government owned one-fiftlj, and with a charter having 
twenty years to run. Be/ore 1836, however, the bank jiad 
been broken down by the relentless attacks ot^residen^ Jack- 
son, and *t was finally driven to take refuge under a Pennsyl¬ 
vania chartev. Our space will not serve to discuss how far the 
failure of the second United States Bank to performits antici¬ 
pated office of regulating the jiaper circulation and of, pi c- 
venting excessive and'improper issues by the state banks, was 
due to its original iJonstitutiou ; how far to false management; 
how far to circumstances; how far to persecution by the 
administration. Suffice it to say that the paper nioiKy of the 
country, during this period, was a weltering chaos. The wildly 
extravagant issues of really inconvertible paper money, sup¬ 
plied the motive and the means for every species of exi^rava- ' 
gant, wanton and irresponsible siieculation. Words could 
scarcely exaggeraSe the extent to which the distortion of pro. 
duction and the misapplication of capital were carried.* The ’ 
whole head was sick and the whole heart faint. 


* ‘ ‘ that the evil's of this period were due chie^y to vices of paper mopey 
hanking'keems too clear to be questioned. Tlie opening up,of the west¬ 
ern country would inevitably have led t; much wild Adventure, com¬ 
mercially and industrially; but P, was the ‘ elasticity ’ of the circulation, 
thcrfacility of local issue, without the reality, or scarcely the pretense, of 
redemption, which mpde the banks, even the best of them, reckless as to 
the character of the enterprises’to which they gave assistance; while the 
money thus put into circulation, without ‘ reflux,’ enhanced pnees, and 
still further stimulated both speculative investments and speculative 
trading. When the courage of the better class of banks gave* way, hun¬ 
dreds of ‘ wild cat ’ or ‘ coonjbox banks,’ so called, Without capital, 
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The retribution came in the panic? of* 1837, in the second 
and heavier sliock of and in the long and dreary pros¬ 
tration of industry which followed. 

634.*^ The .experiences of this period led, in severa^^ states, 
to legislation designed to place the issue of bank notes on a 
sounder basis. In 18^8 tie free banking system of New 
York w.as es^iablished, under which all circulating^ notes were 
to be secured, by deposit, with the state comptroller, of United 
States or New York stocks or bonds, and of mortgages on 
improved or productive real estate. A little later a law was 
jiassj’d requiring each bank to redeem its notes at some agency 
in New York city, Albany or Troy. Subsequent acts increased 
the proportion of securities to notes issued, and furnished fur¬ 
ther guaranties to holders. « 

This is the scheme of secured circulation, known as the New 
York..system, which came to be imitated, more or less fully ; 
and on which, to a considerable extent, “the banking laws of 
the United States are framed. *■ ' 

Tlie plan of basing a circulation upon secuAties is not to be 
altogethen approved. It docs not give convertibility, in the 
sense of preventing excessive issues, even in the viejv of the 
advocates of the “ banking principle.” * It does not so much 
' as secjire the perfect acceptability of the notes, as a medium 
of exchange, since the receiver desires to be assured that the 
notes will, at any moment, bo worth what Ife ha*s taken them 
■for, whereas the New York system only gives him a pledge 
that, should the bank fail to redeem its notes, he will, at some 
future date; after the bank shall have* been wound up and the 
securities disposed of by the comptroller, receive theeface' 

value of all the notes -vrhich he may then hold. • • 

* » 

without a constituency, witli no past and no expectations 61 a future, 
whose managers risked nothing and had notliing to lose, came forwa'd 
with loans'-of notes to speculators who planned to build cities id'the 
wilderness, or contractors who proposed tU construct roads and bridges 
without materials, tools, or money to pay wages. Agaifl, as in early New 
England, a bank meant abatchrof paper money.’’—'Walker: Money, ’Trade 
and Industry. < 

• See par^igraphs 234-6. , ' 
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836. But while •t'Ais ‘system can not be accepted as 
based upon perfectly sound principts of money, or even of 
banking, policy, it proved at the time sd great % check on 
reckless,'Y)aper money banking, ^nd it h® had vso great an 
effect in educating the public mind to more correct views of 
the banking function and of the respcyisibilities attaching to 

note issues, tliat it deserves to be treated with much consid- 

» 

eration by the historian of American money. . The painful 
experiences of 1837-40, and the active discmssion of the prin¬ 
ciples of money and banking which they called forth ; the 
growth of a public sentiment condemning an excess of ^p.aj)er 
issues, and the formulation of pre<‘epts, more l^r less carefully 
observed'by bank managers ; a vast improvement in the cojn- 
mercial morality of the country, due partly to education, and 
even more to the develoj)ment of manufactures which, to a 
vastly greater degree tt.an agriculture, rest on good faitH and 
commercial honesty ; the shortening of the terms of credit ;* 
these causes, together with the legislation which has been 
described and the development of the Suffolk bank system f 
in New Bngland, served to place the ])apei; monej* issues of 
the United States on’an improved basis between 1840 and 
1860. The rapid imi)rovement of trade and industry after 
the panic of 1857, already alluded to (par. 24.3), afffvds a 
striking proof of the comparative soundness of credit, trade 
and industry in tlJe later period. 

636. Early in tte war of secession, the treasury being in'* 
great distress. Secretary Chase Initiated the movement which 
resulted in the establishment of fh« present banki&g system 
of Ihfi United States. This system was to be essentially 
modeied on that established in New* York by the law of 
1838, all note issues being ^ecured by an abundstht deposit, at 


* Prior to 1887 commercial credits were often extended to tWve and 
even eightwn months. 7 . ^ 

f This was a sySera, gradualiy developed, by which sabstantially all 
the banks of New England were brought t6 maintain a deposit with the 
Suffolk Bank of Boston, in fibnsideration of which'* that bink bound 
Itself to redeem their notes on presentation. 
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the Treasury Department in WasViin^on, of United States 
stocks. Indeed, it was this feature which furnished the real 
motive to the scheme. The Tj-easury was to sell to the banks 
some hundreds of rljllidns of bonds, as the basis for tijeir npte 
emulation, while all notes of state banks not coming under 
the new system were t(f be “ taxed out of circulation.” 

As a measure of fiscal resource, the national fcank law was 
essentially 9 failure. Owing to the delay in securing the 
desired legislation * and in transmuting the existing state 
banks into national banks, it wa<! not until the war was nearly 
ovc’’ and until the credit of tlie tfnited States had become so 
well establishecf as to give the Treasury the ability to borrow 
freely, at home or abroad, that the new national banks began 
to call for bonds in large amounts, as a basis of ({irculatien. 

637 . But while that banking system failed to answer 
the expectations of Secretary Chase as a fiscal resource, it 
resulted in placing the paper money banking of the country 
on a more secure and convenient basis ‘than it had ever 
before occupied. In all previous periods* of our national 
history the bank money of some sections had been, liable to 
a discount—often a considerable discount—if offered far 
away from the place of issue; while, in addition to the 
actual losses sustained by holdero, the annoyance resulting 
from the frequent refusal to receive banknotes by those who 
did not know about the individual bank whose name and 
'■devices they bore, was almost intolerable. 'Under the existing 
system, a national 'banknote from Texas or Minnesota, if 
not suspected to be counterfeit, passes as readily in Massa- 
chijssetts or Pennsylvania as the notes of local banks' *^By 
the new law, the United States Comptroller of the CwVency, 
whose office Svas then created, was authorized to ^rmit the 
.establishment, for a term not exceeding twenty years, of 
banking ^associations consisting of not less than five perfidns, 
with a minimum capital, excepi* in» smi.ll places, of one 
hundred thousand dollars. Such associations were'required 
- - - 1 * - - — - — 

• The set establishing the national banking system bears date Feb 
ruary, 
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to deposit, with thh 'Treasury Department, United States 
bonds to the extent of. at least ope-third their capital, for 
which there should be issued, to them tirculating notes in 
amountWjqual to ninety per cent, df tie maj’ket vllue of 
their bonds, but not beyond ninety per cent, of the par value 
of such bonds. The issue of currencj, under this act, was to 
be limited to three hundred millions, that amount*to be appor¬ 
tioned among thrf States according to population and banking 
capital. 

In 1882, a new law was passed, providing for extending the 
charters of national banks. , 

638. The operation of tlie law regarding the dep^osit of 
United States bonds as a basis of circulation, may be illus¬ 
trated as fcjlows : A national bank e.xpends 1160,000 in the 
purchase of bonds, then selling at 80 per cent, of tlieir par or 
face value. The bank would then hold bonds to the a^iouUt 
(at par) of S200,000. On the deposit of these, the treasury 
•department wouill issue circulating notes thereon to the 
extent of ninety*per cent., not of their par, but of their market 
value, viz. : one hundred and forty-four thousand dollars. 
These nptes, bearing its own e'./rporate title and its character¬ 
istic devices, the bank would issue in the discount of commer¬ 
cial paper. This might, in fact, constitute the greater part of ’ 
what the bank had, at the outset, to loan—its own promises 
to pay. If we suppose the bank to keep out the whole body 
of notes received trom the treasury on loans bearhig interest 
at 9 .n average rate of five pet cent., the annual income from 
this source will be $7,2(¥). tii a(l,di*ion thereto, the bank will • 
reee:*re from»the treasury department, 8emi-annuall|r or 
quarterly, drafts for the amount of tie interest falling duo 
on the bonds held for th(j redemption of the botes. If the 
rate of interest on the bonds were four per cent, (on the pat 
vSlwe, of course)| the amount so received would bj $8,000 a 
year, making the^aggregate income on both accounts, $15,200. 
This w6uld be a return of 9)4 per cent, dn the afnount— 
$160,000—expended in the purchsise of the bonds. In ad¬ 
dition thereto, would be*the expectation of profit arising from 
the fact that, at the maturity of thie bonds, be. that five, 
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fifteen, thirty or fifty,years bene?, the^ofernment is-bound to 
pay the face value of tho bonds, whereas the bank purchased 
them at ei^ity perVient. Now,, the “ present value ” of twenty 
(100-86) dollars, atWve'' per pent, interest, is considerable if 
payable in five years, is worth considering if.payable in 
fifteen years, is incons^derablc if payable in tMirty or fifty 
years : so that this element may amoii,nt to much, little or 
nothing, accoMing to the terra which the bonds have to run. 
If, in a second case, the bank invested the same sum— 
?!100,000, in United States bondj, at ])ar, it would tcceive 
bon^s ^to the amount of ,$100,000, on which tlie treasury de¬ 
partment would issue $144,000 w'orth of cinmlating notes, as 
be(ore, being ninety per cent., this tirne, alike of thtf market 
and of the par value of the bonds held for redemption. 
Making the same assumptions as before, regarding the aver¬ 
age r?te of interest realized by the bank on its loans, and the 
rate of interest on the bonds themselves, we should have the 
income from the former source, $7,200, an‘d from the latter* 
source, $0,400 ; an aggregate of $1.S,600, being eight and a 
half per (?ent. on t,he amount invested, with no longer any 
expectation of profit from the difference between thct-amount 
of purchase money and the principal of the bonds to be paid 
' at maturity. • 

If, in a third case, we suppose that the bank^ expends the 
same amount, as before, in the purchase of United States 
bonds, bearing a premium of twenty-five per cent, (and the 
bonds of the United States have almost always been at ,a 
‘premium, greater or less,‘it.thnes rising, on some classes of 
bonds, to the rate assumed), the face value of the bonds so 
purchased yrould be but $128,000, on which the tiVSsury 
department wbuld issue notes to,the amount of $115,200, 
being ninety per cent, of the face walue of the bonds, though 
but sevei\Jy-two per cent., this time, of their market va^ife. 
On the same assumption as to inteyesf, etd, as before, the 
bank would rgeeive from the loan of its notes’ $5,76(J ; from 
the government, as interest on the bonds, $5,120 ; an aggregate 
of $10,880, or ‘only six and eight-tenths per cent, on the 
♦160,000 invested. In this case, ^moreover, there must be 
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taken into account an 4ultimatc loss of one-fifth of the pur¬ 
chase money. Although the bank lias paid |]25 for each 
^100 bojid, the govermni'nt wiU, at maturity, pay only the face, 
value, pamely, $100. The “ presenW VJ^e ” of the amount 
thus to b(', sooner or later, lost,* is to be determined by tlio 
f'.me principles which would be .aj^lied to obtaining the 
“ present vaHie ” of the amount to be ultimately*gained, had 
the bank purchased bonds at a discount. As w^ said before, 
their “present value” would be much, little or practically 
nothing, according to the tcryi which the bonds had to run. 

639. The profit to the banks, under the jircsent system, 
largi'ly depends, it will be seen, upon twp elAnents : tlie rate 
of interest on the bonds themselves, and the jnemium or dis¬ 
count .at which the bonds can be, at any given time, purchased. 
During the war, abank could purchase, for $100,000 in green¬ 
backs, an equal amount of six per cent, bonds, payable, ^.rii- 
cipal and interest, in gold. Depositing these in the treasury, 
•it would receive 1WO,000 in cirinil.ating notes, wliieli it would 
loan at such rat^s of interest as the commercial demands of 
the time, allowed, and would receivi' each year, i^s interest, 
$6,000 iq gold, which k could ; dl at twcnty-fiA c, fifty or even 
a hundred per cent, advance in greenbacks, according to the 
enormously high, though fluctuating, war preininnis on gold 
then prevailing. The gradual dediiit and finally the disaji- 
pearance of the {fri'inium on gold *; the reduction in the rate 
of interest on goA'rnment bonds from six per ce-.t. to livcj 
to four and a half, and ubimately ’to three and a half 
and even three per cent., tlft'oi;\gh successive refunding opera¬ 
tions,; and lastly the aj)pe.ai.*nce of high premiums upon bonds 
bearing the reduced rates of interest, these three causes Have 
concurred to diminish, jioint by point, the profit, to the bank, 
in buying United States boqds and depositing them with the- 
Wti^sury department, as the basis of note circulation, until, 
at the present 1ime*{18§7), many banks are sufrendering 
their circulation, finding it more to their interest te* use the 
capital at their command in other, ways. Th*e, number of 


* Specie payments wire resumed on January *1,1879. 
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national banks at t^e present ,time 'ini existence, is about 
two thousand nine hundred. These are, of course, distrib¬ 
uted very ifregularly over the surface of the country.' 

640. ^ Thednoncytof the United States now consisl^of gold 
coin (twenty, ten, five, two and a half or one dollar pieces), 
legal tender for debts iit any amount; (2) of silver dollars, 
legal tender in any amount; (3) of subsidiary silver coins 
(fifty, twenty-five, twenty, ten or five cent, pieces), legal ten¬ 
der in small amounts as change ; (4) of copper or nickel coins 
(five, three, two or one cent pieces) ; (5) of “greenbacks,” of 
variisus denominations, from one dollar to one thousand dol¬ 
lars ; (6) of “ gold notes ” and (7) of “ silver notes,” of various 
dcpominations, issued solely upon the deposit, at the several 
sub-treasuries,* of equivalent amounts of gold or silver ; (*) of 
national banknotes, issued as hereinbefore described. In 
this highly complex mass, the proportion of banknotes is con¬ 
tinually diminishing, owing to the reduction in the profits of 
banknote circulation already accounted for. This fact con¬ 
stitutes one of the gravest features of the financial situation, 
and threatens the c/3untry with the speedy loss of all the advan¬ 
tages thus far enjoyed under the national banking'ssystem. 

xni. 

FOEEIGN EXenANGES. 

641. Meaning of Exchango.-rFormerly, when debts were 
paid by the merchants of ^pne^country to those of another, 
it was almost always necessary actually to change the mpifey 
; of tlie debtor country i.ito that of the creditor country.^ Thus, 
if a merchant in Paris had occasion to pay a debt to a mer- 


* After the destruction of the second United States Bank and.^the 
crisis of ISiT-O, the United States government adopted the policy of 
keeping it,s funds in its own treasury at fVashington, or in the custody 
of “ assistant treasurers,” appointed in the great commercial cities. The 
offices of the assistant treasurers are popularly called “ sub-treasuries.’’ 
The origin and development of the sub-trbasury system will afford an 
admirable eqonoriiic exercise for advanced,^tudents. 
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chant in Antwerp, it'vtes necessary first to compute the quan¬ 
tity of “fim ” (j. e. pure) silver contained in the amount of 
Antwerp money due under the .contract; then to find out how 
many ^Jaench coins (their weight and fij^ness being Itnown) 
would be required to make up ‘that amount of pure silveV. 
This being ascertained, the Paris merchant paid down the 
French mon^ the premium, or minus the ‘discount, of 
which we shall speak later) and received the Paris banker’s 
order upon some Antwerp banker to pay the Antwerp mer¬ 
chant the amount of Antwerp pioney due him. It was with ref¬ 
erence to this changing of one kind of money into another, that 
tl^e te r m exc hmi^ was first applied to thij olaiSj of transActions.' 
It came* in time, however, to be equally applied to transac-l 
tion« betwepn cities under the same government, having \he; 
same kinds of money, where, hence, no actual changing of | 
money pieces was uq’uired. 

I At the present tim'e, tliis changing of money pieces jifays a 
tvery much less 4mportant part in exchange. Instead of 
many states hiving independent authority to coin money, 
there is, now but one coining authority in all Ijaly. The 
money pf Germany i* now uniform in weight and fineness. 
France, Italy, Belgium, Switzerland, Greece and Austria have 
certain money coins whicl} may be s.aid to be in common, i. e .,, 
they contain the same .amount of pure metal, Ihough 
under different denominations and with different inscriptions. 
The vast extensidn of the British empire has made the “ sov¬ 
ereign ” current money over a large part of the globe. 

642. What is Exol\ange P,—la essence, where a >nan_^j^s, 
'tSbahan ^—^he buys the right to have paid to him, or Lis a^ent, 
or^s. creditor, a certain amount of fine gold or silver, to be 
'delivered in some other place mentioned in the.cdhtract. If T 
buy kLlIewXpt!lf.“6xcJhJqge on London,” some one who has 
gojd in London, ,or who has a right to demand gold there, sells 
me his claim to rpceiye a definite amount of that metal, in Lon¬ 
don, at a definite time, or at my convenience if we^so agree. 

I may then, either go to London, and get the* metal, as, for 
instance, if I am starting out on a Europe^ toui^ or I may ' 
send an order, by post of telegraph, for somt? one else to get 
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it there,* as, for instance, if I have ntught cotton .goods oJ 
pictures in London,* and have ‘agreed to pay for them in 
this way.) . , ' . 

643» Par of Ei^ihasge.—^ow, we may supposar^that, in 
otder to indJce some person t\) sell me “ exchange on London,” 
I have to pay him, not ^n goods, but in a certain amount of 
gold in New York, where we both live. How mlch gold shall 
I pay him in New York to induce him' to give me the right 
to receive a certain amount, say 1,000 ounces, of gold in Lon- 
( don ? Shall I have to pay him 1,000 ounces, or more, or less ? 
! Tliat depends on whether exchange is at j)ar (equality), or 
. abo^e <par, or btlowj)ar.' 

Exchange betVeen two places is at par, when, by paying a 
cei^ain amount of money met.il, or its equivalent, in * one 
place, you can purchase the right to receive an equal 
amount of the same metal in the other. 'I say, the same metal, 
for tlfere can be no par of exchange between countries hav¬ 
ing gold money and countries having silwer money, unless, 
indeed, the bi-metallists (par. 563) shall uiakfi good the claim 
that their system will establish and maintain a certaiij definite 
ratio between the Values of the two motals. , 

Exchange is above par or below jiar, when the right to 
, receive elsewhen* a given amount pf gold or silver, is to be 
purchased by paying, in the one case, a larger, and, in the 
other case, a sm<allcr amount of the same moliey iietal, in the 
place whene the transaction is effected. * 

Exchange will be af par when,the’ sums of the payments tQ 
be made to, and from any ,twcv plficej, within a given time, 
exactly biilance each other. If the sum of thp payments 'to 
be made within a limited period by the merchants of one 
place, s!iy New York, to the merchants of another place, say 
London, is greater than the sum o^’the payments to‘be made 
in New York by the merchants of London,, then exchaptl^ 
on LondoI^ will be .above jiar in Ney^ Yt>rk \ that is, a New 
York merchant having to pay a deSt, within ^hat pdriod, in 
London, will^ have to pay, down more than 1,000 ounces of 
• gold in Ne^w YorJ: to buy the right te have paid to him, or ta 
his creditor, 1,000 ounces of gold in^London. 
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B44. The upward ilimit of the premium * on hiljs ol 
exchange is the cost of .remitting ^specie. The New York 
merchant, in the case sui)posed, will not •pay more, in addi¬ 
tion to 1^)00 ounces, than the cost of ^i^ding ^1,000 t)uuces 
from New York to London, interest, freight, insurauc<', ancl 
commissions being taken into account, j If the holders of hills 
demand a premium above this, the New York mi^chant will 
send the metal, and in that way pay liis debt. ^ Within the 
limit thus assigned, the premium on bills rises or falls with 
the fluctuations of the market^ according to the law of supply 
and demand. * ^ 

While, thus, exchange on London'is at a jfremium ih New 
York, ejtchauge on New York Avill, conversely, be at^ a 
corr^pondiijg discount in London. If a New i ork merchant, 
owing 1,000 ounces of gold in London, b.as to pay somewhat 
more than that auioUnt, a London merchant, owing J,‘'00 
ounces in New York, will be able to purchase the right to 
receive that .amount there for something hss than 1,000 
ounces. The downward limit f of the dj^scogftt on bills of 
exchange^ is, again, fixed by the cost of remitting s^ice.ie. 

B4B. yhe Balance Trade.- \Ve have said that exchange 
between two places will be at par when the sutu of the payments 
falling due on the one side js equal to the sum of the pay^ients 
falling due at the same time on the other side,. It may hapj)en ^ 
—it frequently ddes happen—in the trade between countries A 
and B, that counti^ A may at one season of the yf ,lr have tlie* 
larger payments to make, while in another season the relations 
will be reversed. The,exports^f*om the United*Stai,es, for 
e'xUmple, tend Jo take placie ()redominantly in the few months 
follov'ing the harvest. At that time theNTnited States becofnes 
Chiefly a creditor country. The merchants of other countries 
have larg€ amounts to pay n\New York, on account of produce 
received; and consequently exchange; on New York is at a 

-^—•—I--——— 

* Except, of coiiTse, in great and sudden emcrgenciA, likethc*outbrcak 
of a war, or the occurrence of a commercial crisis. 

t Except in great and sudden emergencies, as indicated in»a previous 
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premium in London, Paris, Amstferdfci, etc. Conversely, 
exchange on London, P,aris, Amsterdam, etc., is at a cor¬ 
responding discount in New Y.ork. During the other half of 
the y4ar, thp Unitljd States generally import mom, largely 
ttian they export, and the course of exchange is reversed. 
Bills on London are a^ a premium in New Yorh, on account 
of large parents to he made abroad.^.hills on New York are 
at a discounli in London. The discre^ancyjthus arising from 
the nature of the industry of any given country, ^e^ween t^ 
times at which its payments are^ chiefly to he made and those 
at ^hich it is to receive the hulk of the amounts due toit, on 
accouift; of its o^ivn exports, iSj, in a degree, often very largefe 
rejpoved hy hills drawn, as the phrase is, in blank. These are 
' hills which do not discharge a debt, hut create a dcl^t. Exporters 
' often draw such hills, generally with permission obtained in 
adyapee, npon those to whom they habitually sell or consign 
,their shipments, in anticipation of the‘'goods being actually 
jdispatched. Such a conr.se is liable to fery grave abuses; 
being often resorted to, not merely in promotion of reckless 
and outrageous ^peculation, but even for the purposes of 
downright swindling; and the courtfe and newspapers are 
much given to reflecting severely upon this practice, in general, 
whenever some case of its perversion is brought to light. Yet 
this system, of-Credits, when kept within bounds, confined to 
proper parties, and, as Mr. Goschen says, “ fealously and even 
‘suspiciously watched,” serves a very important purpos^in 
equalizing the income and outgo of nations and in diminishing 
the extent* to which shipmeijti of sj^cie require to be made. 

The point we have now reached introduces the yexe^ 
que*stion of the Balance of Trade. Few subjecta are 
more complidated or more generally misunderstood. Th'e 
question, whether a year’s commercial transactibns have, 
in the net result, brought a nation more.in debt to qfhet 
nations than they, in the aggregate, have* some to owe to 
it, is fiommonfy decided, offhand, by simple refdtence to 
the custom-liouse statistics of the values of exports 
. from and imperrts into that country. Such a test is alto¬ 
gether fallacious. The statistics* of exports and imports. 
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1 if fairly well collectea and‘compiled, are of great value ;.but 
lit is necessary, first, to make correction for their internal 
(errors, aad, secondly, to take into account several elements 
which tlv^custom-house statistics do n*t u^dcrtal^e to include. 

646. Errors in Commercial ^talijistics.—The official state¬ 
ments of imports and exports are m^re or less disturbed by 
errors from t^vo-exactly opposite sources. If*the goods 
imported or exported are subject to duties at ,the custom 
house, the importer or exporter comes under a very strong 
temptation to misrepresent thmr value or amount. If, on the 
other hand, the goods are free of duty, both the custom-house ■ 

f cials and the merchants art? liable to becod^e very careless 
making the required statements as to the quantity of such 
goods, and still more careless regarding statements of value.; 

How far those two causes together may result in vitiating 
the official statistics of imports and exports, will, of c< ^;r e, 
depend greatly upon" the organization of the civil service, 
flpon the general ntorality of the trading and official classes, 
and upon the int%rity and severity with which the laws are 
jinforced j but it is not possible under any organjziition or 
administration wholly to eliminate errors of importance, fi-om 
one or both of these sources. Imported goods subject to duty 
will be largely undervalued, in spite of all the vigilaqce of 
honest officials. Exports are probably even more grossly 
undervalued, because being, by the fiscal system of most 
nations, free of duty, even thci most honest official ’are likely* 
to attach little importance the statements of value, since 
tji^ are aware that no r»vemie*iijt*rest of the government is 
concerned therein. , 

In addition to these general causes, affecting, though in vbry 
different degrees, the comm6rci,')' statistics of* all nations, 
there are apt to be special lirbilities to error affecting the com- 
m(Jr#ial statistics «f any given country. Thus, wdth regard to 
the United Stataej it i« foimd that while a reasonable*degree of 
care anil paino is taken to ascertain the values o? goods 
exported by ocean-going vessels, the statement of, our exports 
by rail, f»y ferry-boat, ot by small river and lake wessels to 
Canada and Mexico, are eiceedingly defective, *so ipuch so as 
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to be almost wholly worthless. It is*" notorious that many 
millions are omitted y^;arly from our statistics on these 
accounts. < < .. t 

647i Elements included in Ciutom House St(.j^istios.— 
Passing now to elements, other than internal errors in custom¬ 
house statistics, which, require to be taken into' account, in 
order to reach the true balance of trade, I will briefly mention 
the most important. The reader who* desires to pursue the 
subject, will find it trciited in a most interesting and instruc¬ 
tive manner in Mr. Goschen’s ■v^ork on Foreign Exchanges. 

The principal elements to be considered are, first, the 
exportation or ilupor^atihn of government securities, shares and 
bonds of corporations, titles to property, etc. This is an element, 
wfiiidi, at times, may rise to an enormous importance ; aW>thei 
. times, it may sink into insignificance. It may be considerable as 
between certain countries, while as b4;tween either of those 
countries and any other, it may .amount to little or nothing. 

During the war of secession the United St.ates sold its bonds 
in Europe * to the amount of hundreds of nfdlions of dollars, 
bringing l^ack arms, ammunition, clothing and other^supplies. 
The latter went into the stati.stic8 of imjwrts ; while ^}ie statis¬ 
tics of exports took no account of the fonner. As those bonds 
had many years to run, the value of the goods so imported did 
not enter into the amount to be paid for abroad in those 
years. In the same w<ay, many of our great rhilrohds have been 
j)uilt mainly or wholly with foreign cajlital, shares in the 
stock of those railrO.ads, or iu,ore commonly, first-mortgage 
bonds, being sent abroad ivitljout passing through our cus¬ 
tom-houses, while rails and other supplies werj? brongh^,bacfe 
through the custom-hOuse, thus swelling our tables of imports. 
In like manner, large qu-antities of foreign goods, of all sortS, 
have been sent to us year after y^V, in consideratioh of which 
foreigners have received from us, not ouf corn, cottoi^eor 
petroleuid, but the titles to mines, to agpcu^tpral and grazing 
lands, mortgagee on western farms, the bonds of ckies and 
counties, etq.* . 

•“To cohtracl aforeign loan is [with regard to tUe Balance of. T rade] 
equivalent to an increase of exportation.”!—Goschen. ^ 
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The aggregate amotmt of such securities andT titles exported 
from the United States hSiP been enormous, though the move¬ 
ment haSjbeen very irregular frqm year, to year. Nor has the 
current ^bieen all one way. When our gpj’ernment bc^an to 
refund its debt at a lower rate of jnte’rest—at three and a 
half or three per cent., instead of six o* seven per cent., nearly 
all our natiomfl bonds which had bcen^ held in Eftrope were 
returned. Now arsd then some large mass of railroad or city 
bonds are sent back, at maturity, for redemption,—the pi'ocecds 
to be reinvested in other sepurities, of which the custom¬ 
house would not take notice, or to be “drawn against ” in 
payment for com or cotton, of which 'the pustdm-honse ^’ould 
take noti«e. 

While the element which we have been considering is of 
enormous importance to the United States, as affecting the 
balance of trade withirt any given year, England is the ir ’ i'>n 
whose commercial staiistics need mo.st to be sujipleniented 
from this source, ilers has been the greater j)art of the capi¬ 
tal which has cofhe to us from Europe, for loan or invest¬ 
ment ; an,d for the last forty years she has been doipg a sim¬ 
ilar workjn every part »f the w orhl, building railroads in Can¬ 
ada, Australia, Mexico, South America, India and Persia, 
even in France, Germany !vnd Russia, providing eapitaj, out 
of her superabundance, for every species of cnterpi-ise in any 
land that proitiised a profit, and even furnishing the means 
with which half thJ wars of the present generation have been • 
waged. , * 

648. Interest on Government Securities.— But wiiile, as 
we*baye said, it^is true that in these modern times, enormous 
amonrrts of imports or of exports of mbrehandise are, in the 
cSse of any given country, set off not against equal amounts 
of exports*or of imports ot* ^merchandise, but against shares, 
8t04]^8, bonds, or njortgages, sent abroad or brought home, as 
the case may be* ^t ij alsp true, that dividends oi* interest i 
on such shares, bonds, etc.’, become due annually, senii-annu- J 
ally, or quarterly, immediately theraafter, and require, there¬ 
fore, to b*e added to the ‘amounts which tha debtor nations; 
have to pay; which the,creditor nations hafe to receive,' 
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thus ateeoting'at once the course of exchange. Some nations 
have to pay millions annually, others, tens of millions, on this 
account. .Those nations, w^ich, in some past pepiod have 
spentf vast sums in ^peat wars or on costly public impiovements, 
Vithout paying for them^ at' the time through taxation, now 
find a certain portion of their exports of merebandise going 
every yeai^ to pay the 'interest on their debts.*' Against this 
is set nothing of which the custom-house takes notice. No 
goods come back to pay for these exports : only some pack¬ 
ages of canceled coupons. , 

649. Expenses of Fleets on Foreign Stations, etc.— 
Another item*whij!h ^uould be added to the imports of a 
country, in mixing up its (mrrent accouhts with oth^r nations, 
cbnsists of the expenses of its fleets on foreign stations^ or of 
its armies, if in occuj)ation of other countries. In the case 
of greiit naval nations, this item is not of small importance. 
For* a little while after vessels of wan leave the home ports, 
their petty expenses may be met with gol^ taken from hom^ 
which may or may not have passed the ot.istom-house; but 
subsequently, the expenses of the fleet will be met by bills of 
exchange) which‘will be just so much,added to the volume of 
bills which represent the commercial imports of Ihe home 
country. 

The expenses of foreign embassies and legations and of 
the consular service stand in the same relation to the imports 
of the country represented. • c 

660. Expenses of Foreign Travel.—In like manner the 
sums expanded by touristy and trav-elers abroad constitutfe a 
very considerable item in those accounts which go to det*- 
mine the balance of trade. The good things' eaten qr)drunk 
by our citi/eps abroad are as much a part of our imports, f«r 
the purposes of such a computation, as if theyihad been 
brought to the United States in vessels and had been consuqjed 
here. Bvery year, many millions^are ^expended by our citi¬ 
zens abroad, ouf of the proceeds df bills of ^exchange. Mr. 
Goschen staVes that several millions sterling are annually 
expende(I by thq richJRussian nobility in traveling or in foreign 
residence. ‘ 
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661. Tnbutes, W(>r Indemnities, Etc.—t’rom whatever 
motive an independent cpunlry, a colony or a province may 
have occasion to make paymep,t8 to apotl>cr power, or to the 
sovereign or mother country, whethes th^t motive be fdund in 
protection ertended, in privileges conceded, in fear of hostil¬ 
ity, or as a 'fine for past conduct, such payments effect cxr 
changesjn.jillj'cgpects, as if they wer^ on aecouift of foreign 
goodaimported- Ifet, here, again, we have an elenjent of which 
the statistics of commerce take no account. Whenever these 
payments are regular, they affect the couree of exchange no 
more, if not less, than ordinary commercial payments. Thus, 
trade and exchange adjust themselves to^ the’tribute paii by 
Java to piolland with perhaps even more of exactness and cer¬ 
tainly than as if the jiayments were, on account of goods im¬ 
ported into ^ava for the improvement of its agriculture, or for 
starting manufactuus. On the other hand, an extraordiicry 
payment of this chaiacter, is likely to produce great and far 
reaching, and it nwy be long enduring effects upon the mar¬ 
ket of exchange;* The gigantic war indemnity paid by France 
to Germany, in 1871,* notwithstanding the tr.anscendeut finan¬ 
cial skill with which tl^e negi.tiations were'conducted, set in 
motion forces which were felt by trade and industry to the 
remotest parts of tlie earth. 

662. Freight, Insurance, Profits, Commissions, ^tc.— 
But we have, not, yet ri'ached the largest of the elements 
which determine the balance of trade, of which ordinary com; 
mercial statistics take no account. Let .us suppose, for illns- 
tration, that country A imports from country B go,ods, whose 
value, at the .ports of B, is one hundred and fifty millions, of 
dolla^Sj.and exjiorts to B goods, whose,value, at its own ports, 
is correctly stated at one hui\jdrcd millions. Npwt here is an 
apparent difference of fifty millions of dollars. If, however, 
we can reach the facts regarding the carriage, insurance, etc., 
of these goods, amounting in the aggregate to two hundred 


* A study of the methods used in the payment of this indemnity, and 
of its flnafidal and industrial «efrects, will conSfitute -an admirable exer 
else for a pupil well-grounded in economic principles. ' 
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and fifty milliofis of dollars, we may fi^jAtLc appiiic^u uaiouuc 
greatly modified, in fhe way either .of increase or reduction. 
Suppose, for example, .that co,untry A owns all the ^hippjgg^ 
\engagfcd in this traffic ^ the charges for freight oy its own 
exports miglit easily reach te'u or fifteen millions of dollars, 
which would require to be added to the customshouse valua¬ 
tion, in ordtr to make ip the true balance between the two 
countries. On the other hand, the teh or fifteen per cent, 
charged for carriage on its imports would be paid to its own 
citizens. In the same way qountry A might do all .the 
insurance business relating to botli sides of the traflwi .4 andita 
merchants and factoys might conduct all, or nearly all, the com¬ 
mercial operations involved. In such a case the prenyums for 
insurance, the commissions and profits of trade would gq still 
further to reduce the apparent balance between the two coun¬ 
tries. On the other hand that apparent balance might have 
been* greatly extended by the fact tiiat all the shipping 
merchants and most of the importers, factors and insurers* 
engaged in the traffic belonged to country B. j 

The suppositions above made arc not in themselves unreason¬ 
able. It gcnerally‘'happens that, in the commerce betyeen two 
nations, one or the other does by far the larger part, often, 
practically, tlie whole carrying business,* as well as obtains 
an altogether disproportionate share of the premiums of insur¬ 
ance, and of the profits and commissions of ‘traflSe. 

, 563. Itds not necessary to extend our enumeration to minor 
items of the accounts between trading nations, in order to 
show the reader how greatjy tjie ordinary statistics of imports 
and exports must be corrected and supplemented before Vp% 
can reach a decision as to the amounts by which the payments 
to be made in, any given period iby one country to any other 
country or to all other countries, eiceed the payments due to 
itself. Mr. Goschen states that Russia has more than oi^e, 
in times, sf peace, as I understand it, so^ far fallen behind in 

*‘‘Anexclusjvefy maritime country could discharge its obligations to 
other countrieo which supply h with necessaries, simply by becoming their 
carrier, without euportihg any produce or manufactures to them in 
return.”—Goschbn. 
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her dealings with otkej countries, as to be olAiged to contract 
a foreign loan, exporting,public securities made for the pur¬ 
pose, as^ means of restoring tlje balapce.* Of coarse, such a 
temporary expedient in the end servjis Jo increase thb com¬ 
mercial and financial difficulties bf a country. ’ ’ 

664. Our 'llustrations have thus far been drawn mainly 
from the commercial transactions 0 / two coumWes, real or 
supposed. We Lave perhaps sufficiently shown that, of tlie 
amount of payments falling due on one side or the other in a 
given period, only the balance will require to be discharged in 
money, the principle of caniiellation being applied to all but 
that excess. 

Even this, however, would involve a very much larger use 
of mpney in,the adjustment of national balances than actually 
takes place. •Although the total exports of a country will 
always tend to.approach its total imports, yet its expo'-:.- to 
and imports from any single country may be very unequal. 
^Thus, the ITnitedi States import tea, silk, etc., to an enor¬ 
mous value, fronJ China, while exporting very little to China. 
Again, qur imports from England are very large, but our 
exports Jp that countrjj are va'^tly greater still. If the United 
States adjusted its accounts with each foreign country sepa¬ 
rately, the balances requirjng to be paid in money during a 
year would rise into hundreds of millions of dollars. 

666. To ibrthfcr reduce the balances to be paid in money; 
to still_fur^e.r extend the principle of the cancellation of. 
indfibtedness,.re.sort is had to,a common*market of exchange 
fdE,all .the nations. If,,for eivain^de, the United .States im¬ 
ports from Great Britain manufactured goods to the value of 
one huadred millions, and exports to Great Britain two himd- 
fed and fifty milliops, it uses its favorable balance of one 
hundred and fifty millions'jn London as a sort of bank on 
wljifh to draw foj the payment of its indebtedness to many 
other countries ppm yvbicji it imports more than it ^Jxports to 
them. For ex^ple, it paJys its Chinese creditors in accepted 
bills drawn on London importers of American Wheat, cotton 
or petroleum. These bills Chinese merehantii, having to pay 
for large amounts of English manufactures, are glad to 
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get possession (Jf ; and thus an adflititutal body of .indebted¬ 
ness is canceled. 'I'he .operation .of this force is greatly 
accelerated by thejcourse of events wliich have madij London 
the great settling i^hice* for the transactions of international 
commerce.* '; Lrof. Jevovs, in his work on “Money and the 
Mechanism of E.xchan^e,” stated that there were then (1875) 
no less than sixty important colonial and foreigfi b.aiiks which 
liail their oi^n London offices or houses ; afid that there were, 
in addition, fully one thousand foreign and colonial houses in 
comsspondence with London .bankers. Here, then, in this 
Ex^ffiange of the Worhl, as Edmund Ilurkc called it, a hund¬ 
red yi*ars ago, fiieet<all fhe clairns of all the creditors in the 
worhl, and all the aekuowledjiments of all the debtors in the 

4 - ’ , ^ 

world, which have not been adjusted neiirer hfme. Iji the 
jiortfolios of the London banker or exchange broker are 
found bills re])resenting the shipinetit of every kind of 
agricultural produce, of evciy class of manufactured goods, 
not lo or from England merely, but from the country of pro* 
duction, however distant, lo every other cBuntry known to 
(iommere.c. And these bills .are of all amounts, from the 
jietliesl sums up to thousands of pounds sterling, failing due 
at all dates from to-morrow up to this day six months. From 
this vpried mass to pick out acee,pled bills, recognized obli¬ 
gations w'hieli, in amount and time of maturity, shall cancel 
e.ai'h other, is a work to which the highest fiitelligence is 
• ap])ried. Although the aggregate ])roilts .arf large, the amount 
of exchanges thus dlTi'eted is. so enormous th<at the per- 
c aitage charged for the n^gotiatfon very small. 

556. It is by this coinjdic.ated agency that^ the l)alapce’’of 
])ajunents between nafions, reejuiring to bo made in money, is 
reduced to .a* niinimum. Out ftf hundreds or thous.ands (?f 
millions of “exchange” negotiii/ed, the bodies of"indebted¬ 
ness xvhich bankers or brokers can not fin/l means to gflfact 

__j_ 

* Of IJiis Mr. Gpschen says the “ ]iriiu»-ry cause is to be found in the 
stupendous and never-ceasing exports of England, wfiieh have for effect 
that every country in thewbrld, being in constant receipt ^of English 
inanufactifics, is Riidcr the neces.sity of tnaking remittance to pay for 
them, eithc^ in llullictn, in produce, or*ii^bills.” 
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amount to l)nt a fow’iHillions. Exeopt for thi continuous pro* 
duction of the prccdous metals iy certain countries uliich 
llierel)y«becomc gold or silver-oxportiag CJ>untries; and excejit 
for tliCjUfcts of government in ret)laci»g iii|‘tal money by paper 
money, or, _conversely, in resnmigg sjiecie payments after 
periods of st.sj)ension, or, again, in <‘.lianging ‘‘tlic standard,” 
from silver to gobl or gold to silver, the amoiilit of metal 
money wliicb wolild *bc required to go, now li^ua* and now 
there, to make up for local and temporary failures of coinci¬ 
dence between the amounts t^) be received and the amounts 
to be paid, in biteniational trade, would be almost inconsider¬ 
able, in comj)arison either uith the aggiegafj- of comim'rcial 
transactions or with the total body of the jireeions metals in use. 

6£7. OpQrating Upon the Exchanges_ Th.e jn'enlmrly 

important and responsible jiosition whi(;h Lom'on oee.iqjies, as 
the center of the exchange transactions of the woi’ ; )ia« 
led to the establishment of a well-recognized ])olicv of deal- 
•ing with the outdaw of gold from that point, whenever s,,ch 
a movement is caused by what is called “an unravm- Me turn 
of the exchanges.” ^ ^ 

In spite of the greiR perf etion to which tlie cancellation 
of international indebtedness is there <'arried, it will at times 
happen that a “drain” oif bullion continnc'i so lonn tis to ' 
cause acute, alarm as to the integrity of t'le tiivnicial system 
of tho-Jiingilom.* When tliejict of IfU! vv.is iiasscd, it. was 
believed that the provisions of this lau, to the cl.'dcl that 
bank note (beyond the tixc.l .'.mount of Ifficen million pounds) 
should be issued excejit ^jn* tin* ^a*tn;il dejaisit of .an cqniva- , 
lenttvmonnt of, specie, and that, convcr.sely, no specie .slumld 
be wirtidrawn except upon the snrrehdcr of an eijuivaleut 
Wount of notes, would ImVe the effect, atittmiatiimll}', to 
check a Srain, from whatever cause proceeding. Inasmuch, 
hci^fever, as the])!iinful exjterionccs of several commercial crisi's 
showed that thk fore# co’ild not always be relied npfifi as sntF' 
cient,*ti.hc directors of the Bank of Englaftd havehdoj)tcdl[ 

f 

■"■Bageliot’s “Lombard Street” will lie found nio'fl intereiftiug and in 
structivc to an advanced studevt In eeonoinics and finance.. 
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[the policy of ralising the rate of disoouBt; sharply and rapidly, 
j whenever signs of a considerable export of gold shall appear. 
Of course,'the decree ef the iirectors can absolutely control 
the ra^e of ^discoupt only upon the capital which*^1,he Bank 
itself has to loan; but the moral influence of .such an act 
upon the joint-stock ^nd private banks and upon individual 
capitalists !s naturally very great, and the general rate of 
interest is at once appreciably affected. 

In doing this, the object of the directors of the Bank, who 
deem themselves, by the force of tradition, though not of law,* 
largely responsible for the financial integrity of the kingdom, 
is so tb raise tlje rate of interest, or of discount, as. to induce 
fofeign creditors, who have the right, at the time, to* demand 
gold from England, to leave that gold for awhila in En^and, 

I thus checking a “ drain” w’hich is considered dangerous. By 
raisiyg the rate of interest at once, from three or four to six 
or eight f per cent., the profit on the investment of funds in 
England is made so great that any foreign creditor, who W 
not absolutely required by his financial circumstances to draw 
his money away Jo his ow'ii country, feels a strong induce¬ 
ment to leave it still longer in England. > 

It is in this way that the financial authorities of the kingdom 
seek ,to “ tide over ” a highly unfavorable st.ate of the 
exchanges ; and it may be 8.aid that the policy, although 
involving a resort to means which are altogether artificial and 
^highly exbeptional in finance, uniformly proves successful. 
“ The fact,” said Mr.' Goscheu,-“has been that .almost every 
advance in'the bank rate of'disfount ii followed by a turn of tlje 
exchanges in favor of England. Foreign creditors giv& their 
English debtors a rcsp'ite, and prefer to w'ait longer fob Itemit- 
tances, gainin'g interest meanw'iiilp at tiie ])rofitable Englisli 
rate.” < * 

668. The Special Case of England and the United Static.— 
We havSfeaid all that the limits of o»r spree will allow concern- 

-^^.-»- 

< 

* Walker; Money, Trade add Industry, pages 392-98. ^ 

fThe BdUk has,* in pursuance of this policy, more than on« raised 
the rate of (iisedunt as high as cIp"'" 
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ing foreign'exchange'’is general. A word miy, however, be 
added regarding the exchange between England and the 
United States. The valuation', in American moilcy, of the 
English jJbund sterling, has been several tiyies changed]* Prior 
to 1'792, the j)Ound sterling was valued at $4.44 4-9, according 
to the bullion'Standard of the Spanish’dollar, then universally 
current amonjV us. From that date down to 1834,*the Ameri¬ 
can dollar was Vorth 97^ cents in gold, at which rate a 
pound sterling was worth $4.56^ cents. By the coinage 
act of 1834 our standard was so reduced that the bullion 
contained in the American dollar was worth only 91:|- cepts, 
so that the pound sterling became worth abiJpt $4.87.^ The 
United States custom-house valuation of the “ sovereig^j,” 
that is, the coin representing the English pound sterling, was, 
however, fixed at $4.84. By this difference in bullion value 
between our dollar ana’ the English standard money, a fict i^oit-us 
par of exchange was created between England .and the United 
States, so that an American stock or bond worth $100 in New 
York, would be quoted in London at about $109, whenever the 
amounts Respectively to bo paid and receive^ between the two 
countries, were equal. '* 

By an act of Congress of Januiiry, 1874, the custom-house 
valuation of the English sovereign was again change^, this 
time to $4.87®®/j„„, at which point it now remains. The Lon¬ 
don stock cxdhanile responded to this action, the same year, by 
valuing the AmeriJian dollar at four English shillings, equiva-* 
lent to about 97^ cents of our money, from which it results 
that American stocks or borfds wqrrth $100 are quoted in Lon¬ 
don at about $102.75, subject to variations on account of ,the 
fluctuations in commercial transactions.’ 

0 

-»xiv. 

BI-METALLISM. 

» 

650. The question of ili-metallism is to bb decided solely 
upon the principles which have beer/ laid down in fart III., as 
governing the value of rAoney; but the question istone of so 
much popular interest and has been so confused by the pas- 
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sionnto controreisy waged over it, t}iatrft«may be worth M'hila 
to set the points at is^ue fairly forth,.for the assistance of the 
beginner in .economics. , , „ 

And‘first let us <fepict, the situation, in view of wfeich the 
controversy iJas arisl*n. ‘ * 

' 860. The Gold-Using.Couiitries_We find one group of 

States, of gsjiit importabce in international com».ierce, whose 
habits of trade make gold money, or Bank notes predicated 
upon a reserve of gold money, tlio most agreeable and con¬ 
venient iiK'dium of exchaiiffe. These are rich countries, hav- 
ing vast accumulations of wealth, 'derived from the industry 
•of tlie past. In^henj, because their produetivi‘ power is large, 
wages are high. In them, trade and industry are oijerauized 
wit\i a great degree of complexity and minutenesjj It i%not 
needful for our present purpose to name all the countries of 
this group ; but clearly it embraces England, France, Ilel- 
giuni* and Holland, in Europe, and on' this continent, the 
United States. € • 

It is admitted, that, in these countries, the*use of silver as 
the ordinary" money of trade would be attended with great 
inconvenience, and would meet so much prejudice on jthe part 
of the people as to render it inexpedient for any government 
«to propose the introdmgion of th.at jnetal as the sole money of 
full legal-tend('r power. Tliese ceuntries, however, use, a large 
amount of silviw as fractionary money, foi* thd pui-jtoso of 
waking change in tr.ansactioTis, and for retafi purchases. 

861. The Silver-Using Countries.—On the other hand, 

. we find a group of countrieg, egibriiciijg an aggregate number 
of inhabitants several times greater than th<jsc previpusty 
mefftioned, in which tlft“ facta of industry and the hafek,s of 
the people respecting exchange £ft-e such as to make gold an* 
impossible money. Such countries, beyond a dbubt, are 
China and IndiS, where the ordinary wageg _,of labor r,apge 
from two‘to eight cents a day./ Xherf, aij^iOther countries 
—some in Europe and some in America—settled by the people 
of Southern, Europe, in-which wages range from twelve to 
' thirty cents a day, in some of -ft-hich the ordinary use*of gold 
as money .can' not be pronounced, exactly impossible’; yet 
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wnere reasons, noth of ^raotical couvonience aiid of si’ntimcut 
and habit, give a decided ^preference to hilver for that pur¬ 
pose: a^ preference so decide<J that jt i» not reasonable to 
anticipate.! these countries will f^)OH, if ever, pasS over 
from thh silver-using to the grfld-using ^roup Sf countrie#.., 
The group of countries in respect to which we have spoken of tlie 
use of silver money as more consonant w^th the faettfof industry 
and the habits of the jfeojde than the use of gold, conijirise 
the Spanish American states, Russia, and most, if not all, of 
the southern states of Europe.^ 

I have said that it is not ilecessary for our present purpose 
that all commercial countrii* slnmld b(j naftied on the one 
side or the other of the dividing line drawn. Controversy 
mighji easily arise as to the jiroper location of Italy or 
Germany,* perhaps also of Austria ; but we have no call to 
undertake the questiuia It is enough if it apjicar not -ly 
that there is one grea'j group of states which, in fact, use gold 
as their principal money, and another great gioup which use 
silver, but that rtie prefereTice for the one metal or the other 
is so far determined bj’^ economii* causes, such as the rate of 
wages, the degree of ascumul.ited wealth, etc., as to make it 
highly probable that the two money metals will continue to be 
used, as now, each within a wide field that is jx’culiar to^itself. 

602. What the Bi-Motallist Proposes.—It is this situation 
which the b>-mc'jallist has in view when he propounds his 
scheme. Acceptii^; the existence of a lai-ge gro’.p of couu-» 
tries in which gold naturally circulates a* money and another 
in'which silver is so nsedj ho i)rgiii)fies to create a .league of 
s^es, some of which are what w'e may, for brevity, call sijyer 
Btateg^and some, gold states, which shall, each for itself, hut 
^ siainltaneous action, establish the free eoinag* f*of the tu'O 

-- ^ - «_ - 

* If, for example, Germany were re.solvcd into its •onstituent States, 
Bevftll would naturally gravitate towards the gold-using grotjp; more, 
still, towards the silver-using Jgroup. In like manner, Korthern Italy 
might go w the goVd-using group, while Southern lUBy would lend the 
other way. , 

f The dfttinctlon between rfree and gratuitous coinage i« noted in 
par. 196; 


POLITICAL ECONOMY. 


i\(>h 

metals, making Hhe money of on<f metal to.be feg^-tsudei 
indifferently with money pf the other metal, in. payment__of 
debts, at a certain ptia determined upon in advance by Jtlie 
consenting states., jSayj for example, 15^ dwt. of silver to I 
dwt. of gold, the ratio ajlopVed by the states of the Latin 
Union, viz., France, Italy, Belgium and Switaerland. JJlP 
bi-metallist Werts that)'if such league be formed between a 
considerable ^lumber of important commercial countries, even 
though it does not embrace all countries, the relative value of 
gold and silver will be kept close to the mint-ratio so estab? 
lishfd. 

\^6n askedjVha^ is the object in view in such an interna¬ 
tional arrangement; what advantage is anticipated- of suffi¬ 
cient importance to make it worth while to endeavor to over¬ 
come the natural reluctance of nations to bind themselves to 
act ip common respecting matters which touch their sov¬ 
ereignty, to make it worth while to rbsort to international 
conferences and congresses, the bi-metalUst adduces two con-* 
siderations which he alleges to be of vast iftiportance to the 
world’s trj^de andjndustry. , 

663. A Par of Exchange * Desired» between Go^d Coun¬ 
tries and Silver Countries. —The first is the establishment 
of a pjr of exchange between silver^using and gold-using coun¬ 
tries. 

We saw (par. 543) thiit between two coitatriJs having the 
«ame mouey metal, a par of exchange exists. This par of 
exchange is realized whenever tjie sum of the payments to be 
made in one country by me£chjmt#of,the other country, within 
a certain brief period, is equal to the sura of the payments *to 
be made in the latter by the merchants of the former sonntry, 
in which event a merchant paying down a certain amount, 
say 1,000 ounces, of the common money metal, say gold, in 
his own countr^, can thereby purchase the, right to recjjvej 
himself, dr through his agent or represqntaliye—his creator, 
let us suppose—d,000 ounces of that metal i\]i the country in 

% --■» ..Bll 

* The qilSstion of foreign exchanges has been treated under a preceding 
title. 
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question.’ ^lichangtJ will,’in fact, fluctuate s^out this par of. 
exchange, now above and now belojv, according to the move; j 
ments of supply and demand, as these, arei^ determined by the 
relative, iJtoounts of debts to be paid and of ^aymJnts to 
be received,, respectively, in th(/ coprse 0 / trade between tfie 
two countries. The outside limits of these movements of 
exchange arej as we saw, fixed by tlfc cost of ?xporting or 
importing specie. ’ , 

But between two countries having money of different metals, 
say of gold in one country ayd of silver in the other, there is 
no par of exchange, irrespective of a bi-metallic league like 
that under consideration. Wholly in addit'*j>n to the usual 
movemonts of exchange, the question, how much gold^an 
Indian meniliant can obtain the right to receive in London, 
by jiaying down a certain amount of silver in Calcutta, de¬ 
pends on the silver price of gold and the gold price of ,o.er, 
at the time. And *as the two metals have their separate 
’sources of supply,’and, to a certain extent, independent uses, 
whether in the frts or as money, their respective values are 
likely to, fluctuate greatly. 

664. ♦ It is a nccessftry result of .this that much more uncer¬ 
tainty is involved in trade between a gold and a silver coun¬ 
try than between two gold countries, or two silver coojitries : 
the chances of undeserved losses or unearned gains are greatly; 
increased. Jlo merchant in a silver country selling to a gold,’ 
country, no merAiant in a gold country selling to a silver 
country, can know for how .much of the metal which forms 
money of the country fo -wh^h he exports his w'ares he 
must,sell theni„ in order to make himself good for the njetal 
which he has expended at home in producing or purchasing 
them. 

The English merchant who sells to Calcaitta or Hong Kong 
oi»lIexico, riiay do all that lies within him with the highest 
wisdom and skill; be m-ay buy the right sort of gooffs and buy 
them at a barg&in, ship tliem at the proper shason to’the best 
market, sell them at the highest ruling prices, ajid bring the 
proceeds safely home to Liverpool, yet a fall in silver, between 
the sale of _the goods ar»d the receipt of the* proceeds, may 
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fitri]) him‘of all tbo profits of his voKtuje,.of all th^ fruits of 
the year’s business, or^vcn entail'a heavy loss upon him. 

' It is true^hat, in ^)ne sense, \j’hat one merchant in an indi¬ 
vidual fcase loses, some other nKU'chaut, or some bilker, or 
sotnc speculatbr, ma^ gain. But it is not true that un'earned 
gains encourage industr}; to the extent to whiclj undeserved 
loss(is discourage it. OiS the contrary, not only does the good 
done almost always fall far short of compensating for the evil 
wrought, but *it often hajtjK'iis that, as mercy between man 
and man blesses both him that gives and him that takes, so 
the sums of wealth transferred by Speculation or accident, not 
oiilyleaye the lo(* ‘r grieving and qrijjpled, but curse and blight 
him whom they Seemingly enrich. 

5(f5. Now this grievous disadvantage under which inter¬ 
national trade suffers, the bi-metallist j)rofesses to*be able to 
remove, through tlui sfdicme that has been described. It is 
not ndw the question whether this can, indeed, be done ; but 
whether the result be di'sirable, and, if so, ^bether desirable , 
in a degree to justify a considerable effort, jtqfhaps some sac¬ 
rifice. 

It is one (5f the afccidents of the contnjversy over tlAs ques¬ 
tion that the mono-metallist writers arc estopped from deny-; 
,ing that this result would, if practicable, be desirable in a very. 
high degree. There arc but few of those writers who have 
not, in discussion of the. effects of inconvertible ptf.])er money, 
Iryatod the joss of a par of exchange with foreign nations (par. 
220 ) as a serious disastey. In dealing with such a case, for exam¬ 
ple, as that of France between 18? 1 .and 1877, they have attrib* 
'uted most unfortunate conseqAences to the inconvertibility of* 
the njoney of the Republic into that which was the mofle^ of 
the commercial „world, even though the notes of the Bank of. 
France wore at a very slight, ofteit hardly aj)prcciable, dis¬ 
count. In the same way these writers, during the continuance - 
of the American suspension, 1862 to 1879, were accustonfed 
(and rigliily) to attribute to the incoiveriibilitj of the green¬ 
backs most injurious effects upon the trade and production of 
• the United^States, and this, even aftep the premium on gold 
Lad sunk to a low average, and had ceased to fluctuate vio- 
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lenily or. ^pidlJ^ .“^ny degree of depreciation,’liowever 
small, even the liability tjy depreciation, Vithout its reality,” 
to use Mr. Bagehot’s jdirase, -evas declared to he.a cause of 
mischief,rfo be eradicated by the inevet Jiiwie efforts‘of the 
suffering nation, at almost any sherifice. * ' • 

, 568. The Greater Stability of Vaiu^ in Bi-metallic Money. 
—A second Ijeneiit whie.h, according '#> the bi-metallist (daim, 
would result from.the'establishmeut of an international league 
for the free coinage of both metals, as indifferent*legal tender, 
at a certain fixed ratio, in ]iaynient of debts, is that llie two 
metals, thus bound together, would constitute a better money 
than either met.al bj' itsedf could be. • The ini«|ualities pf ftun- 
ing production would tend in a degree to ecpiSlize each other, 
with the result of greater uniforinitv in the n.odi.ction of Bio 
comjiouud mass, and hence of greater steadiness in the value 
of money. ■ 

Here, again, the mc«io-metallists are at a controversial d'sad- 
.vantage. In orehir to est.ablisli the inipraet cability of the 
bi-metallic scheiiie, they h.ave dwelt ‘ troiigly on the tendency 
of the two metals to vary widely in valiu', and this view is 
fully borne out by the,faets of the last thi’ee or four centu¬ 
ries.* Ilut this argument against the pr.ae.ticability of the 
bi-metallic scheme virtually amounts to an admission of the 
merits of that scheme, if found practic.able. 

* Take tlie present ceiilury eiily, for illustratiiiu. When the century 
opened, silver was *u course of rapid production. Vfiree dollar.-^ 
worth of silver was taken out, w hcu'c one dollan’s w'orth of gold was pn> 
dtleed. Then came the series of Sojill^ American and Maxic.in revolts 
idtd revolutions, between 180i( and IHSt), by whieli mining macli:...'ry was 
destroyed, mining populations scaltered. and^he most prolific iniinte of 
the wJrld closed. Mr. Jacob estimates that the sUx k of, the precious 
metals in civilized hands fcllpff’om i.xth in those twenty years. But 
gold now aime in to fill tlie void. In 1833, the ritiucs of tlic Ouralhegi.u 
*S)gj;ld largely, while about 1830 the gold sands of Siberia became 
known. And noy onl^ 68 cents' wortli of silver was produced to a 
dollar’s worth of gold. » , . 

In 1848 and 1851 came the gold discoveries of California and Australia, 
and so altered was the relative production' of the tw'o metids that only 27 
tents’ worth of silver was taRen out, to a dollar’s worth of geld 1 After 
1861, however,' the facts of projjiuction became more f^orahle to silver 



POLITICAL ECONOMY. 


I think it must be concedcdj oh this'statement,-that the 
bi-metallic scheme, if^t eojild be carried out so as to realize the 
expectations of its fdvocates, would confer very great.benefits 
, upon iAternational trade, and, by consequence, upo* the pro- 
(duction of wealth.* , 

667. Is it Practicable?—Let us, then, inquire what are the 
economic cofiditions of ^ne case ; how far it is Reasonable to 
believe that tjiis scheme could be successful^ established. 

What is the force to which the bi-metallist looks to restrain 
the tendency to divergence between the values of the two 
money metals, silver and gold ? It is evident that any rational- 
8cheme«to influence value'must aim at affecting either supply 
or demand. Can, then, government influence the supply of or 
the demand for a money metal? Clearly, unmistakably,^es. 
Government can in a very great degree influence the demand 
for either of the money metals by coining it into money and 
conferring on the coin leg.al tender power. 

In 1873 began a still furtlier movement in the same direction. The 
director of the United Suites mint estimated tlie world’s production of 
gold in 18S4 v,t one hundred and two million dollars, and of* silver (at 
IG; 1 of gold) at one hundred and sixteen milliJin dollars. • 

* I do not here present tlm argument from the status in favor of the 
•remonetization of silver in Europe and Anperica, as money of full legal 
tender power, at a certain ratio to money of gold, under free coinage. 
That argument has respect to Uie vast bodies of debtssand «axed charges, 
both public and private, contracted before the Qermgn demonetization of 
sftver (say, l573). It is urged that to reijuire these debts, whether interest 
or principal, or both, to ht paid in money whose purchasing power hg,s 
. been enhanced by the diminutionegf its vSluape through the extrusion oj^ 
silver (except as small change) from the money system of Europe and 
Amcvica, will prove both a grievous injustice, as between debtor andpredi- 
tor, and a greal-so^urce of injury to tradqand production. The Engjish eco-« 
nomic statisticians are generally agreed ihat the purchasing^power of 
gold has largely increased since tlie filerman demonetization. How^ 
far this has been in consequence of that demonetization, is matter of iXs- 
pute. The* aggregate amount of national ijcbts, fe now stated at 
$27,000,000,000. 'ihere are, in addition, ifet bodies o( public or politi¬ 
calindebtedness, ton the part of counties, cities and towns. Then we 
, have the enormous mass of corporate (industrial), and private debts, the 
burden of Arhichfat anytime) depends primarily upon the purchasing 
power of the, money in which interest or<?rincipal isto be^paid. 
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To illusb'ate this/ lej; us suppose that, in any country, both 
gold and silver are madg legal tender iif payment of debts, at 
the ratio of 15^ of silver to 1 «of gold ; tl»t is, the law decrees 
that a dftbtor may extinguish an obligation by the paj^neut of 
coins c'ontaining a certain number of ounces of ^olJ, or, at his 
option, coiiis containing fifteen and a. half times that number 
of ounces of»silver. Let it be assumed that, at tHe moment of 
the decree, this 'warf the actual market ratit^ betw'een the 
metals. 

Let it now be supposed that causes, natural or commercial, 
that is, affecting the supply of one metal or the other, 
or affecting the demand for the fine .or the othei, I’cgiu 
to operate to produce a divergence from tfiis ratio: sa_’^, to 
ma^c an ounce of gold worth 1.5.00 ounces of silver, what will 
occur ? The bi-metallic principle will at once begin to act inif 
restraint of this mownient toward divergence. How ’ iw 
operate ? Through the desire of every debtor to meet his 
• maturing obligations in the chea])ening metal. All debtors 
wUl, in the cas* supposed, seek silver. This extension of 
demand acts directly in contravention of the force which is 
lowering its value. On the other hand, the metal—gold— 
which is tending to become dearer, from that fact fiills out of 
demand. No debtor seek^ it as the means of Jiaying hi^ debts.' 
j This diminution of demand at once operates in counteraction 
i of the forceittenflinEr to raise the value of gold. 

B68. The Opinion of Mono-Metallic Writerj.—Now, is 
this a purely fanciful view of the subject, taken only by advo¬ 
cates of the bi-met.allic jchfeme^^ ^n the contrary/it has been , 
seen in operation over extensive countries, of great commi/cial 
impoftence, through long periods of tiftie ; and the validity of 
the cause is fully confessed by mono-metallio -writers of the 
highest Imputation. 

* Chevalier, tjie eminent French economist, writing of this 
system as it pre,vaijpd yi his own country in 185'i, when, in 
oonseqrence of the gredt gold discoveries in CalifoVnia and 
Australia, gold was tending to fall .and silver to yise, and thus 
to pull a?way from the mint ratio of 15^ ; l,,then established 
in Pi'ance, speaks thus ejnphatically: “ Whilst l^liis state of 
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things lasts, it irill be impoesihle it Lofidon, Brussels, Ham¬ 
burg, or even at New Yprk, or at any other great center of 
commerce, for gol^ to- fall much below 15 J times ite weight 
in silver.” And Prwf. Cairncs, writing of the saifte^ period, 
said : “ The crop of gojd bas been unusually^ large; the 
increase in the supply fias caused a fall in its value ; the fall 
in its value ^las led to its being substituted for silver; a mass 
of silver has ^hus been disengaged from 2 >ufi)oses which it was 
formerly employed to serve ; and the result has been that t/ie 
two metals have fallen in value tfigether.” 

Mr. Bagehot wrote in the London Economist: “ Whenever 
the values of tlj^ two metals altered, these [bi-metallic] coun- 
trij^s acted as equalizing machines ; they took the metal which 
fell, they sold the metal which rose ; and thus ,the relative 
v.alue of tlu! two was kc)it at its old j)oint.” 

And the late Prof. .Tevons, w’riting in 1874, under the title, 
the Equivillence of (Commodities (see par. 142), says ; “It is 
ui)on this pi'iuciple that we must exi)lain* the extraordinary* 
permanene,e of the ratio of exchange of gohf and silver ; that 
this fixedness of ratio does not depend upon, the amount and 
cost of production is by the veSy slight effect of the 

Australi.an or Ctilifornian dis<'overies.” 

And, elsewhere Prof. .L vons thu^ illustr.ates the (iompensa- 
tory action of the two nudals : “Imagine two reservoirs of 
water, each subject to imhqieiuh'iit variations o^ supply and 
demand. 'In the abseiuic (d' any contiectiu^ pip*c, the level of 
the wmter in each reservoir will be subject to its own fluctu.a- 
tions only.* But, if we Oj>medunretion, the water in bo^i 
wilhassumo a certain mean level, and the effect^ of any ^^xces- 
sive* supply or demand will be distributed over the* whole 
area of both rfcscrvoirs. , * 

“ The mass of the metals, gold and silver, circulating in 
Western Euro])e in late ye.ars, is exactly re{)resented bytJh^ 
water in these reservoirs, and the coH-mictmgfjdpc is the law' of 
the 7th tlerrainal .an XI,* which enables 07ie nmtal to take the 
place of the pther as an unlimited leg.al tender.” 

-- ■ - --- I.- _« - _ ■ 

* French revolntionary stylo for the year 180!i, the date conimonly 
assiuncd to tfic csUihlisliment of the bi-mcudlic system in Hrance. 
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500. .i^-Metallisn,. nat a Chimera.-Wj see, thuR, that 
lha-bi-JuetalUc scheme is based upou ecouomic jiriuciples -which 
ai’t?.j£«P“tostable. If it beVorth whilV for afly nation to 
undertal* this-work of holding sibcr.and gold tog* thermit 
can. do so Just as long as it hSs apy considerable (juantity of 
the metal ^hich at the* time tends*to be*<*ome* dearei-j to dis¬ 
pose of. I# it be worthwhile for** any group of nations to 
undertake this, they can maintain the approxiniale' eipiivaleney 
of the two metals just as long as their jeiint stock of tlie metal 
which at that time tends tp hecome dearer remains iinex- 
liausted. Every additional state that joins tin* hi-mejallic, 
gremp strengthens the systfem in two* wa*;s. first, bv con¬ 
tributing to the supply of the metal which may, under,the 
natural or commercial conditions jne vailing at the time, teml 
to become dearer, and, secondly, by withdrawing itself from 
the list of States whijh may ])ossibly contribute to the <1 .ai.iiul 
for that metal. 

670. The Opc*ration Illustrated.—AVe may suppose the 
commercial woritl to be divided into sLxteni slates, j\ to ]’,(he 
tir.st six, having the singk* gold standard,; fonr.jT to ,1, the 
so-called double staAdard cr gold and silver, under the 
bi-metallic system ; say at 15,1 : 1 ; the remaining states hav¬ 
ing the,single standard »f silver, thus; 

A, 11, C, 1), E, V, (G, Tl, T, ,1,) K, h, Hi, 0, V. 

It is evidmit !hat, in the event of a enange in the condi¬ 
tions of sui(]ily trending to ''heapen silver relat.iVi-ly to gobf, 


the new silver w'onld pas.s iuio the coifntries of the double 

• * ^ 

|t.andard, G to J, and he t'lcA**Exchanged for A’id. at the 
rate pf 15^ : k "'ilb some small premium as the jn-oliv of 
the tr!inR.actlou, and, as a result, the gold displaced from 
the circulation would be pxport. 1 to the gohl countries, A 
to F, in *R(jttlement of trade balances. 

<She rapidity with which this substitution of silver for 
gold in the l«anetiillic^ slates w'ill ])roeeed must Jepend, 
first, on the foKie of the natnr.al (vinses operjitipg tf) cheapen 
silver; and, secondly, on the force *of the commercial causes 
operating to maintain ?)r .advance the valite^of g^dd. The 
length of time during which the drain of the dearer metal 
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can be sustamedc, without exhaustion, ipill (given th? rate of 
movement) depend solelj upon the stock of that metal 
existing in the Bi-metallic states when the drain begins. 

But dnief among the Cf'jmses operating to advance ^he value 
of gold, is the exclusive power with which gold is invested 
by law to pay debts in states A to F; while the iStock of the 
dearer metai available to sustain the drain described, is 
made up, not_pf all the gold in the sixteen states A to P, or 
in tlie ten states A to J, but only of the gold in the four bi¬ 
metallic states, G to J. 

Now, let us suppose the sixteen commercial states to be 
Bomewlmt differently divided, as follows: 

A, B, C, D, (E, F, G, n, I, J, K, L,) M, N, 0, P. , 

The bi-metallic system is now not twice merely, but many 
times as strong, since not only is the amount of the dearer 
metal subject to drain increased, but the demand for that 
metal, in preference to silver at 151: 1, now comes from four 
countries only, instead of six, as formerly. * 

The transfer of still another state from each of the two 
single-standard groups, would vastly increase the stability of 
the bi-metallic system. 

A, B, C, (D, E, F, G, H, I, J, K, L, M,) N, 0, P. Not 
only w^ould the base of the system be broadened by bringing 
the dearer metal of ten states, D to M, under tribute, in the 
event of changes operating on the supply of either metal; 
but the foice threatening the equilibrium of the system would 
be reduced, since the .demand for the dearer metal would now 
come from only three states,B, in the case of a cheap¬ 
ening of silver relatively to gold ; N, 0, P, in the case of 'a 
cheapening of gold relatively to silver. Those three states 
can not take the dearer metal indefinitely. They would soon 
be surfeited. A further increase or money in them.would be 
followed by a fall in its value, which would^ soon proceed^s<^ 
far as to bring the metals together ^gaiiij , 

And it is to be noted that, with a bi-metallic league embrac¬ 
ing so many states, those .which tended naturally to the use of 
silver as money would continue to use silver predominantly; 
those which tehded to use gold would still use gold as their 
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mam monty of circijlaiion. Whenever qauscs Uegan to 
operate to cheapen silver relatively to gfeld (at the mint ratio 
between the two metals establishe(i by the league), the gold 
using co’nptries would take some additional silver and*discard 
some gold ; but this increase oi' demand for silver and dinli- 
nution of dtemand for gold would check the movement to 
divergence before the character of jthe circulating medium 
became greatly changed. In the event of a cheapening of 
gold relatively to silver, the substitution of gold* for silver, in 
the silver-using states, to the extent only of a small fraction 
of their circulation, would ^ufeoe to put a stop to the move¬ 
ment. 

671. This is the bi-metallic scheme. I'he question of 
securing the co-operation of independent states to any ena* is 
a political, not an economic question ; that is, the desired end 
is to be .obtained bj ithe action of governments, mov<' i. by 
various considerations and interests, and not by the laWs of 
.trade. 

Our limits wil,\ not permit us to enter into a discussion of 
the causes which have, since 1874, suspended the bi-metallic 
policy of the Latin Uivion, or o^ the probabilities of the future 
respecting the indifferent use of gold and silver as money. 

■ XV. 

THE BEVKXUE OP THE STATE. 

672. Ibe, rovenue of the State may be derived from.: 

1. Voluntary Contributions.*, 

* It is, to most of ns, diflScuIt to conceive a state of soejety 
where the expenses of government should be met through 
spontaneous self-assessment j' yet, in a more primitive condi¬ 
tion, suck a state of things has existed widely, f and in a 
' happy instances has come down nearly to our day. 

-II- 

•Voluntary Taxation,* sayV Emile de Girardin, it is the 8t^ stimu¬ 
lated ; it IS the State economical; it is the State Republican and Demo¬ 
cratic. ' 

f The -^rords Dona, Benevolences, etc., in the history of revenue, 
testify to the original assumption that contribution was voluntaiy. 
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The papal revenues* may perhaps J)ebrought finder this 
title. Adam Smith fcites Hamburg^ Basle, Zurich, Under- 
wald, Holland, and other,communities, where the self-valuation 
of the (htizen was aci^pptpd. 

An American, f Irfug resideAt in Europe, thus descrfbes his 
experience in a community where the principle of‘self-assess¬ 
ment still sufdved: «. 

“ For four years it was the good foftune of the present 
writer to be domiciled in one of these communities. Incredi¬ 
ble as it may seem to believers in the necessity of a legal 
enforcement of taxes by pains and'penalties, he was, for that 
period, by law aitd usage,'in the 'Strictest sense of the term, 
his own assessor and his own tax gatherer. In comm 9 n with 
the other citizens, he was invited, without sworn statemei^ or 
declaration, to make such contribution to the public charges 
as seemed to him just and equal. That sum, uncounted by 
any ofecial, unknown to any but himstfif, he was asked to 
drop, with his own hand, into a strong public chest; on doing 
which, his name was checked off the list of iontributors, his 
duty done.” 

673. n. lucrative Prerogatives, Pablic Property, and 
State Enterprise. 

* The following may be named as the chief sources of reve¬ 
nue under this head ; 

(1.) Rent-charges in favor of the state as the proprietor of 
ajl lands. »This has been fully discussed under the title : the 
Nationalization of the, Land (pars. 496-505). 

(2.) Esqheat; the principle,that the state is the proprietor 
of all property to which individual titles or claims are los1^ 
Tliis principle was easly established in all' countries »v^hose 
legal or fiscdl bistory we know. •> 

It is evident that the scope of tWs principle will widen oi 


* The P(^ was the greatest capitalist rf)f Ijie Hikidle Ages. The 
British PSrliament at one time declared thb revenues derived from the 
people of that Kingdom by thp Pope to be five times as great as those 
obtained by,the Crown. , 

1 Rev. Dr.^ Wahnn, President of Boston University. 
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contract 4n corrcspojd<mce with the la-v^ regnfating the 
descent and bequest of property and |)re 8 cribmg the times 
and modes of proving claims. Un,der»the feudal system, 
escheat <*t>n 8 tituted a most importai|t ^urce of reveflue. In 
England, the right of devisis^ real pr 6 perty*did not exist 
after the Conquest, until the time of Henry VIII. Modern 
society, howt'ver, has given continuajly wider ex*ension to the 
power of bequest stnd the principle of inheritance, until 
escheat has ceased to be of much importance. 

In 1795, the great English law reformer, .Teremy Bcntham, 
in a pamphlet entitled, “E’sclieat vice Taxation,” propounded 
a scheme by which the enth>e reveuftc of tht state sl<puM be 
derived from this source. 

^entham ])roposed an extension of the existing law of 
escheat, “ a law coev.al with the very first elements of the Con¬ 
stitution,” and a co.>responding limitation of the ponci of 
bequest. The effeclt intended was to be “ the appropriating to 
the use of the public #11 vacant successions, property of every 
denomination included, on the failure of near relations, 
will or no will, subject only to the power of bequest, as here- 
inafter^limited.” 

By near relations, he means “ such relations as stand within 
the degrees termed prohibited with reference Jo mar-’ 
riage.” 

Further, in the case of “ such relations within the pale as 
are not only childless, but vnthout prospect of cnildren,” he 
proposes, that, instead of t.aking thi'ir, share in money, they 
Should take only the injerest it for life. , . 

“As to the latitude to bo left to the power of beques^” he 
wrilipa, “I should propose it to be continued in respect to the 
'half,of whatever jiroperty* would be at present subject to 
that power.” 

• ^Benthai?! argues that in the distribution of property there 
is no sense of Jiardship ljut in proportion to disajiyointment: 
expect",tion th^warted. '‘Hardship,” he says, “depefids upon 
disappointment 5 disappointment \j|)on expect,atjon ; expecta¬ 
tion up 8 n the dispensations, meaning the IcnQwn dispensations, 
of tile law.” . ■ * 
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If, therefore, tie law were so franifd,* distant delations * 
would not expect to sdcceed; would consequently not be dis¬ 
appointed ; and would c^nsequeatly suffer no hardship, 

674. (3.) Fines and,foi;feitures for Criminality an^. Delin- 
quSnoy. Sincfe govefnment exists largely for the protection 
of life, property and labor, the cost of maintaining govern¬ 
ment and adtoinistering ^justice might properly be drawn, if 
it were found possible, from the delinquent and criminal class. 

In feudal times, fines and forfeitures constituted a very 
important source of revenue to the crown. 

(a) The relation of the tenant to the lord was a personal 
one, and any faihire in.pei'sonal loryalty, though it did not be¬ 
come a crime against society, was punished by heavy fi^nes or 
by total forfeiture. 

(V) The crimes of those days were largely political, and 
political offenders are likely to be men of* wealth and position. 
The Wars of the Roses were so fruitful df forfeitures that a 
large proportion of the land became the ^properly of the 
crown. 

In the present a^e political crimes have become compara¬ 
tively infrequent, and the criminal class are now plainly 
drawn from the poor, who are not proper, perhaps not possible, 
1subject8,for pecuniary exaction. , 

Hence this branch of jiublic revenue has shrunk into com¬ 
parative insignificaniie. Fines and forfeiture# paj' a part of 
the expense of strictly judicial establishmeffts, especially of 
the lower or police courts ; but they add little to the general 
.receipts of tiiie state. 

(4.j Tributes from colonies, dependencies and conquered 
nations, including war fiVies, requisitions and indemnities., 

The subject fe a fascinating one; f but I must resist the' 
temptation to enlarge upon it. 

•The principle of Bentham’sproposal Is sanctioned*by the legacy 
fuccession puties of England, which exact t{n pef cefit: from strangers, 
and only one per Qent. from children. 

^ t It would be specially interesting to compare the system of ..exaction 
practiced by*the Orseks, Carthaginians and Homans, in ancient times, 
and by the Dutch Portuguese, in modi^ times, with the English sys- 
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675. (^.) Tbe_^lwof Q^ces, honors aud’titlegv 
This source of revenue makes a very prominent figure in 
the history of finance ; but has, at presiVit, mainly a curious 
interest.'* 

The sale, of ofiices, titles, etc., by the" state,'may fall into 
several different categories. • 

(a) The Mle of offices of dignfty and hoii’or, as in the 
case of the patehts of nobility, granted by Jaiues I.'*' of Eng¬ 
land, the effect of which merely is to lower the real honor and 
dignity of such offices, j)erha 4 )s with only a political and social 
retribution. 

(Z>) The sale of offices, as undor*many ot*,the Popos, which 
parry salaries in the nature of annuities terminable by dpath, 
thrt price vaid representing, inore or less exactly from the 
actuarial point of view, the capitalized value of the annirty. 

(c) The sale of offices, as once practiced largely in i^' rance, 
which carry exemptions from political burdens and from 
taxes. This aniounts simply to a sale of the rights of the 
state in respcct'’to taxation, and is, in effect, an anticipation of 
revenue. A government which was in ,8uch straits as to 
resort-to practices li *e these would be likely to make a very 
bad bargain for itself; and so in Franco it proved. 

“ As the finances became more embarrassed,” says M. de 


tem of seeking tlii interest of the mother country, or tue conquering 
country, in the right to impo.se navigation laws and commercial restric¬ 
tions, and in the benefits of patfonage in officering the public service of 
•'colonies and dependencies:* ' 

* The sum paid U) constitute a Baron w.ts |E10,000; a viscount, £46,000, 
an Earl, £80,000.—Taylor, Hist, of Taxation in England,. 

“ The price of the dignity gf li'Baronet,” says Tayldf, “ was equivalent 
to £i095f idnety-three of whom were created.” 

' -jThese are instances of the sale of offices to willing purchasers. James’ 
son, Charles I., yadcr^ok tjie sale of his offices to his Tubjects, mlly 
niUy. He revivM the fcudtll practice of “ Knight’g Fee,” and compelled 
persons holding land of a certain yearly vaiue to* come up and be 
knighted, or submit to a fine for contu&acy. Brodie soys, “ Charles did, 
not restrict it to men of landed property,but included lessees, merchant^ 
and others.”— HUt. Br. Em^re. 
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Tocqiieville, “n«w qffices were, created, with exemptions 
from taxation or privilege's by way of salary; and as they 
were created to supply the wanis of the treasury and* not the 
requirements of the jjablit service, an immense numbA 9 f them 
were useless or positively mischievous. 

“ As early as 1604, wlfen Colbert instituted aif inquiry into 
the subject, ft was discovered that the capital invested in this 
miserable business nearly amounted to 500,000,000 livres. It 
is said that Richelieu abolished 100,000 offices. They rose 
anew, under fresh names. For* a, trifle of money, the state 
bartered away the right of directing and controlling its own 
servants. The *et rfesult of this sj'stem was a govenimcnt 
maqhine, so vast, so complicated, so cumbrous, and s<5 ineffi¬ 
cient that it was actually found necessary to let iO stand Mle, 
while a new instrument, constructed with more simplicity and 
better^idapted for use, performed the work which these count- 
less functionaries were supposed to do.” 

It was Louis XII. who systematized the s*ale of offices, and 
Henry IV. who first sold hereditary ones. 

(d) The ^ale of, offices, .as notably under the Rommi Em¬ 
pire, which carry rights, privileges and “exclusive opjfortuni- 
ties by which the purchaser may reimburse himself for his 
outlay, either through a monopoly or through the collection 
and disbursement of the public revenue. 

676. (6.) P_omains (L’Etat Capitaliste.) 

•Even under the modern Euroj)ean principle of the private 
ownership of land, the'state is, im all countries, the possessor 
•of larger or’smaller domains*ffom wBich a revenue may ba, 
deri^ied. 

It is the h^bit of writers on finance to spe,ak, and peril aps 
justly, in the m*bst disparaging tone *of the administration of 
public estates, for productive uses.* Adam Smith, expresses 


*M. Lcaoy Beaulieu dwells upon tlie distiiicnon oetween tne nroperty 
of the State, whicli is left to the enjoyment of the conjmunity, or which 
^ is devoted to gor/ernment uses, And that which is sought, to be,adminis¬ 
tered productively. JThe icxmer he \isns&'Aamaine public; the latter 
diwnfoe jHvide V'Etat 
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himself, id the. strorgpsf terms. “The seryants ot‘ the most 
negligent master are . better si^eriiftended than the ser 
vants 9 f the most vigilant s<}vereign,” •Referring to his own 
country^he says : “The crown-laijds.of Great Britain* dc 
not, al present, afford the forai'th part of'the reht which ctAild 
probably be drawn from them, if they were the property ol 
private persons. If the crown-land^ were more^jxtensive, it if 
probable they would be still worse managed.” And, not tc 
disparage English administration too greatly, iie adds : “Iii 
the present state of the greater part of the civilized monar¬ 
chies of Europe, the rent of all lands in the country, managed 
as they would probably be’ if thej' all belbngod to ,onfc pro¬ 
prietor, would scarce amount, perhaps, to the ordinary revenue 
wliicli they levy upon the people, even in peaceful times?’ 

However much this statement might reejuire to be modified 
with respect to the Management of government propei ty in a 
country like Gemlany, with its admirable civil serv'ico and 
its systematic administration of public trusts, no one w'ould 
think of questioning the full literal truth of Adam Smith’s 
declaration if applied to our own country, with its civil ser¬ 
vice based upon theffrinciples of rotation in offied and appoint¬ 
ment as the reward of partisan activity. 

Of the j)resent Enropean States, Russia, Prussia.^ Bavaritf, 

Sweden, and Hanover, derive considerable revenue from pub- 

• • 

•Did our spac^ allow, it would be Interesting to refer to the aliena¬ 
tions and resumptions and renewed alienations of tbe Crown-lands, 
through the reigns of the Tudw-s ai)^ Ijie Stuarts, Strangely enough, it was 
that model financier, William III., who effected the greatest havoc among 
thC’Toyal domains. 'One can staircely read of the wholesale .squandering of 
the property of the Crown by thismon irch, without the suspicion lhat he 
deafly saw the coming on of the motiern system of* finance, when the 
necessities of the state should pe met, no longer by rents and fines and for¬ 
feitures ahS escheats and purveyance, but by systematic taxation ; and 
that, in something like contempt for the feudal sources yf revenue, he 
purposely chose ffi diiftipatj the patrimony on which his predecessors had 
relirf. “ At tUfe end of William’s reign," says Sir Jffay, “ Parliament, 
having obtained accounts of the state of*the land revenue?, found that they 
had been reduced by graftts, alienations, incumbrances, reversions, and 
pennons, until they scarcely^exceeded the rent-roll bf a squire.” 
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lie domains, the first named being s6 pfe-feminent fii this res> 
pect that M. Cherbuliez f mentions it as almost the only 
state which.draw8 notable pfoportion of its revenye from 
such a Source. 

1577. (7) Slate Eftterpripe /L’Etat Entrepreneur).—^What¬ 
ever the disabilities of the state in acquiring a revenue from 
the rental of sale of property, whether that cofisist of agri¬ 
cultural lands^ or mines, or forests, or fishefics, or phosphate 
deposits, those disabilities are greatly increased when the state 
undertakes the management of jcoramercial or manufacturing 
business.! The state as capitalist is at no small disadvmitage ; 
as entrepreneur, jfnat disaAvantagfc is vastly aggravated. . 

Yet the rule of failure, on this side of governmental agency^ 
is not unbroken. Dr. Smith mentions the republic of Ham¬ 
burg as deriving a considerable revenue from a public wine 
cellar and from an apothecary’s shop. The profits of bank¬ 
ing J have been realized in a notable degree by several cities, 
among them Hamburg, Venice and Amstefdam. The post- 
office can bo made, and has, been made, “ to* pay,” and that 
handsomely. If tlje post-office in the United States is not a 
source of revenue, it is because our pe6ple have ch«seu to 
make it an agency for promoting the settlement of the coun- 
Vy. The business of distilling in Russia, of sugar refining in' 
Egypt, and of opium manufacture in British India, have been 
made the subject of no inconsiderable profit^ to government. 


* Science Economique. 'Wortli mentloping in this connection are 
•sugar plantatifins, private propertjf cf the Khtdive of Egypt, the guano'^ 
deposits of Peru and Chili, and the mahogany forests of Honduras, on 
the credit of which vast lo&s have been obtained, within recenf years, 
in the London ftiarket. 

f Adam Smith remarks that no two chpracters are more inlonsistept 
. than those of trader and sovereign. “ If the trading spirit of the Engijph* 
East India Company rendered them very l)ad sovereigns, the spirit of 
sovereigntj seems to have rendered them eqJally bad fraders." 

fThe Prussian .Bank in 1874 declared dividends p/18 8-4 per cent. 
One-half the net.gains of the bank go to the state. The United "Sfates was 
a partner to the extent of one-flfth in the bank of 1791-1811, and agrin in 
that of 181ft-l§36. ' 
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The supply’ of town* in tlfe matter of water,*and, in a smaller 
number of instances, of gas, has been attempted, not unsuc¬ 
cessfully, by municipal goverifments. 

The inutance which .goes furthest t« contradict the generally 
received opinion of the hope^ss jncapaliity ot* the state to 
conduct industrial enterprises, is afforded by the railways of 
Germany. • 

678. m. Quaii Taxes.—The following may.be named as 
sources of revenue under this head ; 

(1.) Monopolies conferred i|pon individuals or corporations, 
in con^dcration of a capital sum paid down, or of a share in 
the rgsulting profits. 

Monopolies have played a conspicuous part ir the history of 
pubjic rever^ues; and, in spite of the spirit of the age which 
is, in general, strongly ojiposed to exclusive privileges of man¬ 
ufacture and sale, theV still form a jirominent feature in the 
budget of many countries of Europe. 

* Monopolies m.ay be commercial, industrial or financial. 
The distinction between the monoi)olie8 of the past and those 
of the presenf day is marked. Formerly monopolies were 
granted, for the profit of the government, to persons and 
corporations to carry on a vast variety of operations,* great 
and small alike, most of .which were susceptible of private 
management. 


* The story of the* rapid exteiisiv)n of monopolies in England und**!: 
Elizabeth, of the indignation aroused thereby tbroughoiit the realm, and 
of fee submission of the haughty Tudyr to the rising stonji, is familiar 
every school-l)oy. Hume remarked that, had ElizalKith’s system of 
mono\Joiies been continued, the England of h'# day would have couti|ined 
as littife industry as Morocco or the coast of Barbary. , 

* Chafles I. played ,the same ,game as Elizabeth, and arousi'd an equal 
popular iiftli|nation, until even the subservient judges kicked at the 
lestraints evcrywheiy imposed upon trade. 

^ys Brodie, after referrinyto the soap monopoly: “Almost every 
article of ordinary^conlRimptfon, whether of manufacture or»not, was 
exposed to a simil^^abuse ; salt, starch, coals, iron, win«, pens, cards and 
dice, beavers, felts, bone-lace, etc., meal dressed in taverns, tobacco, 
wine casks, brewing and distilling, lamprons, weighing 6f hay and 
atraw !h London and Westminster, gauging of red herrings^ butter-casks, 
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Such were the monopolies of the iJth and 18 tli centuries. 
To-day, under the light of political economy, all prudent gov¬ 
ernments restrict l^lie principle of monopoly to a yery few 
highly*important interests, and, hy preference, to those which 
in their natufe tencf' toward monopoly. Thus Bentham, that 
arch enemy of monopolies, proposed the collection of large 
revenues Worn bankers^! who were to he compensated by a 
monopoly wi,thin their several districts, ofi the ground that 
banking was a business tending to monopoly. 

In the same way, taxes on yailway goods and passenger 
traffic in England and France have been defended, even by 
free-traders, on ,^.he ground that'railway transportation is nec- 
estjarily very much of a monoi)oly; that full and effective 
competition can rarely be introdHced and nevej; long ipain- 
tained ; and that the state may, therefore, accepting the fact 
of a substantial monopoly, proj)erIy deflvc a profit therefrom. 

But there are also certain special interests of great commer¬ 
cial importance, in every way fitted for j)rlvate miinagcment,' 
which, on .account of their high capability fljr yielding reve¬ 
nue, some enlightened nations still constitute exceptigns to the 
princiide of open public competition. 

Among the subjects thus speciiilly excepted from me prin¬ 
ciple of competition, are opium, s.a\t,, tobacco and matches. 

679 .—( 2 .) Lotteries, This needs only to be mentioned as 
a source of revenue largely made use of, in the fast, and still 
forming aoi important feature in the budgetk of many civilized 
countries. Of the monil .and social objections'* to this system 
of raisingimoney, we are n»,t«?allfcd f,o speak here. EconVu^- 
ic.ally speaking, there can be no doubt fjiat, while lotteries 
afford a most effective' means of securing a present fevenue, 

"-LjL_S-1_L_ 

kci. ^ 

tael? seaweed, linen cloth, rags, h<y>s, buttons, hats, gutSitring, spec- 
down’ to'^acco, pipes, etc., saltpeter, gunpowder, ii5short, articles 

lies an**^ ***'* gathering of rags, were all under the fetters of mo5oDo- 

^ djconsequently deeplytaxed.” 

less did ^ “♦'ted that the laws against private l^tferies which, doubt- 
. luch to educate thafpublic sentiment which now^kes even 

^ ^ Wes impossible in many countnes, originated in the desire to 

scours to tni , j iix e t 

'j state the profits of tins sourpe of gaia 
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appealing', as they 3o,*to one of the strongest passions of 
human nature, they yet, in their ultimate effect, weaken the 
state by discouraging patient industry, awl thus "impair the 
revenue^c^^abilities otany people among* whom tliey come tp 
be extensively employed. In t'^o of the states o*f the Ameri¬ 
can union, lotteries are still conducted" under govenimcnt pat¬ 
ronage. EveVy one is^ familiar with them as agencies for col- 
lecting money for charitable and religious associations. 

680. —( 3 .) I^rveyance.—The right of buying provisions 
and other necessaries for the nse of tlie royal liouschold, at an 
appraised valuation, in j)refercncc to all other purchaserspnd 
even without the consent of the owneV, might have been 
included*among the “ lucrative prerogatives ” mci:tioned under 
a foimcr bead, or may indifferently be regarded as a quasi 
tax. Once extensively practiced, purveyance is nowgreally 
restnained and confined, and in almost .all highly- civjlizi'd 
countries is wholly discontinued—except during actual war, 
'or in the case of a royal progress. 

681. —(4.) Fees.—A fourth mode of raising revenue, which 
partakes largely of the nature of a tax, without hearing its 
fonn, is through the eiaction of fees for stated or occasional 
services performed by the agents of the State. 

So far as fees are, in the* phrase of Gamier, not fisvCil, that 
is, so far as they constitute merely a return for tJie expense 
to which the individual receiving the benefit has put the st.ate, 
on his own behalf, they do not come under the present title*. 
"VYe are only concerned here with fees exacted by the state as 
a* means of revenue, in-•excess'bf the expense to’whuhthe 
state js put by the performance of the service, and where, 
perhaips, the so-called service is itself interposed, only as” an 
occasion for the imposition of a tax, as in the case of many 
custom-honje services. ' 

Into the same ‘ category would properly fall all the fees 
exacted from individiials ^vhere the main benefit itf r,eceived 
by the community, even though the aggregate of such receipts 
should nqt equal the expense to the'state of maintaining some 
necessary service. Judicial fees are often of, fhis nature, the 
cost of obtaining the adjudication of a great principle having 
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been formerly thro^ upon siijgle individuals, iifeo were fre* 
quently less benefited than thousands of others by the deci¬ 
sions reached. This system was fiercely attacked by^entham, 

“ Who goeth to warfare at any time at his ot«11 ^charges ? 
saith St. Paul. is the pcfor litigant who makes war upon 
injustice.” 

It is also fairly a question whether ^he mainfenance of the 
ordinary roads of a country is not, in sucfi a sense and in so 
far, a general charge, that fees, under the name of tolls, con¬ 
stitute a qua&i tax, instead of being, according to the assump¬ 
tion on which they are collected, the price paid by the 
individual for»a setvice rendered to himself directly and 
ejjclusively. * 

Of other forms of quasi taxes (.5) seigniorage'on. thot^ois, 
and (6) the issue of p^er money, enough has been said in 
Par^ III. 

682. IV. Taxation in its Various Forms.—T^ation may 
be considered (a) according to its ultimate Bases, which mi^r 
be Rent-beai'iug land. Wealth, Revenue, Faculty, or Jkpendi- 

■ ture, one or all of those. • 

The first we have already discussed under the title “ The 
Nationalization of the Land.” A tax on rent, we have seen, is 
not a general tax. It does not fallupon those members of the 
community who do not own land. It does not affect the price 
of produce. It amounts merely to the assumption, or usurpa- 
*don, as 6ne is disposed to regard it, by the state, of the 
surplus of produce above the cost of cultivating the nojrent 
lands. 

A tax upon the no-rent lands, either by themselves, or in 
cofumon wjth other lands, is a tax on produce. 

683. Again, taxation may be,considered (b) wit^ reference 
to the equities of contribution. In this connection we mig^t 
discuss; 

(1.) ^ The Physiocratic theory off Taxatfldn. The French 
Physiocrats (paV. 48) holding, as they did, thht land, alone pf 
all agencies, of productiofi, yields a return above tlje cost of 
productidn, proposed, thereupon, to make land yield »all the 
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revenue of the state, as a> measure both of justice’and of 
political expediency.’" 

This tax is to be distinguished from the assumption by the 
state of tfie,Unearned Increment of Land, as proposed by Mr. 
Mill and4iis associates.’ The lajter, as we> haveaseen, would 
not raise the price of produce. The’fqrmer would do so, and 
was intended t,o do so. 

But, with the complete refutation of the physiocratic theory 
of production fell the physiocratic scheme of taxa’tion. 

(2.) The Social Dividend Theory of Taxation, which is, in 
effect, that the members of the community should contribute 
to the public support in proportion to-rthe.beuofits they derive 
from the protection of the state, or according as the services 
they receive cost the state more or cost it less. * 

(3. j A group of theories respecting the equities of taxation, 
differing not greatly among themselves, which give ri 
respectively, to what‘> we may call the-equality-of-sacilfice 
’•ule; the rule of jcontribution-according-to-ability, and the 
leave-them-as-you»find-them rule. 

It is in discussing the theories of this group that the ques¬ 
tion of progressive tax.qtion arises. That qu’estion is common 
to all the theories of this group. 

"■ (4.) We have the view taken by Mr. McOulloch,f in 
despair of reaching the equities of the case, which may be 
called the ptwclyaeconomic theory of taxation. The discus¬ 
sion of this theory‘brings up the whole question of the diffu-, 
sion or “ repercussion ” of taxes. 

■ 1 j... — II ^ I 

e' “ Its etablisseut d’ abord qhe la teni seule donne un revenu net, est- 
ft-dire, hu revenu gui excede les d^penses necessaires pour I’entretien dea 
cultures et des cultivatcurs ; ils etabliasent onsuite quo ce revenu net’est 
la'sourue qui alimenle tous les au' ts rev(iiu.s; ils en coBcIuent qu’il est 
Inutile de poursuivre les revem/s mobiliers a travers les mille canaux od 
*ll8,circulent: ^u’il eat plus commode et plus juste de les atteindre d leur 
sourti^, et ils aboutisSent ft la tligorie de I’impdt unique sur le revenu 
fonder.”—Clamageftji; Mist. JJe I’lmpdt en France. * , 

t “ The distinguishing feature of the best tax Is, dot^that it is most 
nearly proportioned i;o the means of individuals, but thqt it is . easily 
assessed and collected, and is, at the same time, most, condudve to the 
public interests.” _ • 
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684. ’ (c.) TJe foregoing discussionis are intiro^uctory to 
the consideration of any specific Ux or group of taxes, or 
existing tq.x system, respecting' which we may inq^uire how 
far it answers the requirements of equitable contribution, or, 
6n the othei*hand,if we abandon the rule of equity altogether 
—as did Mr. McCulloch—how far it secures to^ the state the 
jneeded revenue, with a|minimum of irritation ,to the public 
imind, with a minimum of expense and loss in collection, and 
iwith a minimum disturbance to trade and industry. 


XVI.- 


■ THE PSINCIPLES OP TAXATION. 

685. Inadequacy of the Literature of Taxation.—Accord¬ 
ing to an eminent German financier, .Hoffmann, it would be 
difii(!ult fo find, in the whole realm of political economy, a sub¬ 
ject more generally misconceived, more ^lisfigured by falsq 
views, more degraded by a partial study, than Taxation. 

“ If,” adds M. de Parieu, author of the ablest French work on 
the subjeot, “ thfs proposition appeaped true in 4 country 
where the problem of instruction in administration lias for a 
long time been studied, it is prob.ably stiU more so in France,- 
where the jiracticc is even further'separated from the science 
of administration.” 

, 686. The body of English literature in finance is extremely 
unsatisfactory.* Adam Smith, indeed, gave to taxation about 
one-fourth of his'Wealth oh^afionsj but his treatment sbotvs 
little grasp of the subject, at any jioint; while his ignorance df 
the law of rent goes far to vitiate his general Views. JScardo 
dealt with Vacation, at great length ; and as a study ,of the 
__»__ 

* I have been severely blamed for using language evci^strongcr thjn ' 
this, in former editions of this work. I dare say m^ statements wefe too 
sweepiqg.* Mr. Newmarch’s papers on public febtt tod Mr. Gladstone’s 
Budget .sjieeches ire never to lie mentioned without honor. Mr. Robert 
Giffen, Prof.^ Cliffe Leslie, Mr. Inglis PalgraveJ and Prof. Thorold 
Rogers have mad^ important contributions to many questiohs touching 
local or imperial-taxation. 
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propagati.oi» of an economic impulse from object td object, 
and from class to class, his discussion is masterly. But 
Ricardo’s underlying assumption *of p«rfect competition 
has nece’s^rily resulted in conclusions which are widely 
inconsistent with the* facts industrial society. J. B. 
McCulloch discussed taxation and" ^he funding system in 
a distinct treatise, which is not withoi^; value. Later English 
contributions to finance have, with few exceptions, either 
been trivial in character or have been confined to single 
phases of the general subject. No great, comprehensive 
English work on Taxation exifets. 

687. Perhaps we shall gct.as good an ide.''»of the inconse¬ 
quence of the English literature in this departluent, as can be 
obtained in any other way, by referring to Adam Smifli’s 
maxims respecting taxation. Dr. Smith proposed four 
maxims,* or principles, “ which,” says Mr. Mill, “ ’ a-ing 
been generally concurred in by subseciuent writer^, m;jy be 
said to have beconje classical.” A vast deal ot importance has 
been assigned by,English economists to these maxims. They 
have been quoted over and over again, as if they contained 
truths of great moment; yet if one examines thum, he finds 
them, at the best, trivial; while the first and most famous of these 
can not be subjected to the slightest test without going all > 
to pieces. 

688. ThoiSocaal Dividend Theory of Taxation.—" 'The 
subjects of every,^tate,” says Dr. Smith, “ought , 0 contribute ; 


‘ I. The subjects of every staje Ought to contfibutc towards the support 
of the government as nearly .‘i i posstflfe in iirojtortion to thftii .esfiective 
abilities; that is.^in proportion to the revenue which they respiictwely 
enjoy uitder the protection of die state ' • 

• “ n.»The tax which each individual Ls bound to pay ouglft to be certain 
and not ariitrary. The time df payment, the wanner of payment, the 
quantity to bfe paid, ought all to be clear and plain to the contributor, 
anti%o every other phrson. 

“ III. Every taiuougjit to'i.bc levied at the time, or in tht*manner, in 
which it is most likely to be convenient for the contributor to pay it. 

“ IV. Every tax dUght to be so contrived as both to take out and to keep 
outof the^ckets of the people as little as possible over and^bove what 
It briilgs into the public treasury of the state.” 
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’ towards the support of the governmeot nearlj’i.as possible 
tin proportion to their respective hbilitiesj that is,,in proportion 
to the revenue whi/jh they respectively enjoy under the pro- 
tectionwf the state.”, 

‘This maxim, thoiv^h it sounds fairly,'will not bear examin¬ 
ation. "l^at mean those 'last words, “ under the protec tion 
of the state ” ? They ap either irrelevant, or elp they mean 
/that the protection enjoyed affords the measure of the duty, 
'to contribute'. But the doctrine that the members of the 
community ought to contribute in proportion to the benefits 
they derive from the protection'of the state, or according as 
the cervices performed in. their behalf cost less or cost more to 
the state, involves the grossest practical absurdities. Those 
' who derive the greatest benefit from the protection of the 
I state are the poor and the weak—women and children ani the 
' aged ; the infirm, the ignorant, the indigent. 

Evftn as among the well-to-do and wealthy classes of the 
community, does the protection enjoyed furnish a measure of , 
the duty to contribute ? If so, the richer thp subject or citi¬ 
zen is, the less, proportionally, should he pay. A man who 
buys proteotion in'’ large quantities should get it at wholesale 
prices, like the man who buys flour and meat by the car-load. 

' Moreover, it costs the state less to collect a given amount ■■ 
from one taxpayer than from many. 

Returning to the maxim of Dr. Smith, lash, does it put for¬ 
ward ability to contribute, or protection enjoyed, as afford¬ 
ing the true basis of taxation ? Which ? If both, on what 
principles and by what meapy, are the two to be combinediin 
practice ? • '* 

669. Taction According to Ability.— But if we take the 
last six words -as merely a half-conscious recognition of tha 
social-dividend theory of taxation, siud throw them aside, we 
shall still find this much-quoted maxim far from satisfactory t 
“ The subjects of every state ought to contribute towards the 
; support of the goyernment as nearly as possible in prqportion 
' to their respecoive abilities j that is,,aijir(!pqdJlfin to the rev e-^ 
I pue which,they respectively enjoy.” « 

But is the ability of two pe,reons to contribute necessarily in 
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pro^ortifti»tfl.lliek,«reg)ective revenues,? fake the case of 
the head of a.family having an income of $500 a year, of which 
$400 is absolutely essential to* the maintenance othimself and' 
wife and., children in health and strength to labor. ‘ Is the 
ability’of such a person, who fehs only $1#0 whi*h could possi¬ 
bly be taken ,for public uses, one half as great as that of an¬ 
other head of a family similarly situated in all respects except 
•than his income‘ambunts to $1000, and who has therefore 
$600 which could conceivably be brought under contribution ? 
Manifestly not..; 

'We shall, then, still furtfter improve Dr. Smith’s maxim if 
we cut away all after the first clause : “,The*Subjects cjf cArery 
state ought to contribute towards the support of the govern¬ 
ment as nearly as possible in proportion to their resj)ective 
abilities.” The maxim as it stands is unexceptionable, but 
does not shed much light on the difficult question of assess¬ 
ment. • 

fi90. JjiSatw-them-as-yourfind-them Eule of Taa^a- 
tioa t—The ISest atatement I have met of the principle of con¬ 
tribution based on ability is contained in an article in the 
Edinburgh Beview of 1833 : “ NQjux.ia.a4ust,,tax unlesa.it 
leaves individuals in the same relative condition in which it 
“finds theim” What does the precept, which we mayjcall the ‘ 
leave-them-as-you-find-them rule of taxation, demand ? In 
seeking an answrr to this question, let us inquire, historically, 
what bases have been taken for assessment. Leaving oqt 
Rent-Bearing Land, whose fiscal relations have been suffi¬ 
ciently dwelt upon, we note fo>jf,: 

1. Contribution has been exacted on the basis of Reafized 

Wealth, commonly spoken of as Capital. , 

2. .On the basis of Annual>Inc,'me, or Revenue. 

3. Ontihe*ba8i8 of Facul^, or native and acquired power of 
production.' 

4. On the basis of Expenditure, or the individual, consump¬ 
tion of wealth.^ ' > ’ 

These are the four historical hasps of taxatidn.) Let ns see 
how far^ach in turn answers the requirement of J;he Edin- 
burgff Reviewer’s maxim that the tax ought Wleave the mem- 
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'bers of the commiinity in the same »jlativ« condition in which 
it finds them. • 

And, first, of Realized Wealth.' Wealth is accumulated by 1 
savings but of revenuq. Ji, then, wealth alone is tc^e,taxed,' 
it\s saviiig, ntt production, which contnbutes to the support 
of the state. Economically there can not be a moment’s doubt 
that for government thu^ to draw its revenue fr^m only that 
part of the jiroduced wealth of the Community which is 
reserved from immediate exj>Dnditure, must be prejudicial. 
The question also arises, where is the political or social justice 
of such a rule of contribution ? ’ If my income belongs to me, 
to sfiendfoT my t)wn comfort and gratification, viithout any 
deduction for the uses of the state, why should I lose my rigid 
to any part of it because I save it f To tax realized wealth is 
to punish men for not consuming their earnings as they re¬ 
ceive them. Yet it is eminently for th« public interest that 
men should save of thei^ means to increase the capital of the 
country. , 

601. Revenue as the Basis ofTaxation.-rTurningtoRtiv- 
enue, it would seem, on the fii’st thought, that we had reached 
a rule of eqftitablc contribution. Yet tt^e rule of conflibution 
according to revenue is subject to grave impeachment. 

‘ Here,are two men of equal natural powers. One is active, 
energetic, industrious ; he toils early and late and realizes a 
considerable revenue, on a portion of which the state lays its 
hpnd. Th(j other lets bis natural powers run, to waste ; trifles 
with life, lounges, hunts, fishes, gambles, and is., content 
with a barq and mean subsisl,e^ice'., Was his duty to contrilcde 
to the support of the state different in %ind or degree from thdf 
of ib.e other ? If not, kow has his idleness, ihifUessTtess^ieorth- 
lessness, forffUed tite state's rightdo a contribution from him in 
proportion to his abilities ? ’■ • « 

We must, I think, conclude that, while to tax wealth insteajj, 
of revenue is to put a premium upon self-indulgence in %e 
expenditure of wjealth for present ehjoy^en't, to tax^evenuB 
instead of facility is to put, a premium upon setf-indulgence in 
the form pf‘indolence, the waste of opportunitie8,tand the 
abuse of natur3l«powers. ' 
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692. E^pendittve as the Basis of Taxation.—Passing for 

the momcnt,by our third tifle, we find tliat tlio fourth basis 
taken for tax.ation has been ’ Expenditure* Tliis jnust not be 
'confoun(j|^‘d with taxes on consumption, as constitutiitg a part 
of a taiK system in wliich taxjs on realised wiialth, taxes ^m 
revenue, taxes on faculty, one or” ajl of these, also appear. 
Nor do wc,8pc.ak here of taxes on expenditnne imposed in 
. practical despair «f dn equitable distribution of the burdens of 
government. We are now concerned with expenditure only 
as the single basis of taxation, in the interest of jiolitical 
j equity. • ’ 

“ It is generally allowed^” wrote Sir William Petty, two 
hundred years ago, “that men should contubete to the pub¬ 
lic ch.arge but according to the share and interest fheyliave 
in ftie public peace : that is, according to their estate oi- riches. 

“ Now, there are ^.wo sorts of riches, one actual and tiie 
other potential. A«nan is actually and tn.'y rich aiabrding 
to what he eatt^li, drinketh, weareth, or in any otlier way 
really and actually enjoyeth. Others are but jiot eiitially and 
imaginatively rich, who, though they have power over much, 
make Ij'ttle use of it, Ijiese Ix'ing mlAer stewan/s uittlexchanyers 
for the other sort than owners for themselves. 

“ Concluding, therefore, that every man ought to cqntributo* 
according to what he taketli to himself and actually enjoyeth, 
the first thi«g t«be done i.s,” etc., etc. 

Arthur Young seems to have had the same view. Af^er 
saying that every individual should contribute in [U-opi.rtion 
to»his ability, he added^iiu a i^t^J: “ •'i^ibty iui: ; not bo ^ 
understood cither capital or income, but that superl aeration, 
as Ifevenant balled it, which melts inte consumption.” , 

» Imthis view, so far as ar>y one possesses -^se^lth in forms 
availabl# for the future Jyroduction of wealth, he is regarded 
as a trustle or guardian, in that respect and to that extent, of 
the public intejests. Just this is said by Young—jt.axe8 “ can 
reach vdth proj)riet5^ thd expenses of his living only. * If they 
touch any othen part of his expenditure, they’deprive him of 
those toeis that are working the business of the stdte.” • 

60S, Fallacy of this Doctrine.—I do no’t'see but that, if | 
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capital, or revenue in excess of pers(Jnai expendituite,-i8 to b« 
exempted from taxafion, pn the plea that it has not yet 
become the subject ^ individual*and exclusive appropriation, 
and is, therefore, presumably held and used in a way which 
prunarily bemffits 8o'3iety, the' state has the right to ibquire 
whether the use made or proposed to be made ,ot wealth is 
such as will hi fact, benejit society, and benefit sofuety, more^. 
:over, in the highest degree of which it isbapable. . * 

The citizen says to the state, “ You must not tax this wealth 
because I have not yet appropriated it exclusively to myself. 
Indeed, I am going to use it for the benefit of society.” The 
stateItejpins : “"yes, but of that'we must satisfy ourselves. 
We must be the judge whether your use of your wealth will’ 
benefit society. Pay your taxes, and you can do^ with y^ur 
W'ealth as you like, tdaim exemption on the ground of pub¬ 
lic service,, and you rightfully come under state supervision 
and control.” ' 

The fallacy of the theory we are considering lies in the 
/failure to recognize the fact that the selfish and exclusive 
' appropriation and enjoyment of wealth are inseparable from 
lits possessioil. The pride of ownership, jthe social distjnetion 
which attends great possessions, the power which we.alth con¬ 
fers, are additional to the merely sensual enjoyment to be 
derived from personal expenditure. Would I resent the 
interference of the government, or of my nJighbors, in the 
mrnagemcnt of my property, upon the ground that it was not 
being used in the best way ? What is that resentment' but the 
proof of a personal .appropria(<K'n, an exclusive appropriation,^ 
of tl;iat wealth? My resentment would spring out of the 
deeply seated feeling that my management of my owm prop¬ 
erty is my right: and that he who should deprive me cf it 
would take from me what is as truly mine as the ri^K to eat, 
drink, wear, or otherwise consume and enjoy any portigp- 
of it; that, short of absolute mental jncajjacity, it is my pre¬ 
rogative to control my own estate, even though not. to the 
highest advantage of the, community, or even of myself; 
though not wiselv or well. In other words, I anl not a 
trustee, but a proprietor. , 



•THE PRINCIPLES OF TAXATION. >4«S 

B94. Tie DangeVoufl iTaJure of this Dootrine.—This doc¬ 
trine of the* Trusteeship of.CapitaJ is not more irrational than 
it is sopially dangerous. It is held hy'fijcn who are fierce in 
denouncing graded taxation as confiscation; yet if is, in its 
very eWnpe, communistic. t^je ow*er of»wealth is but a 
trustee ; if Vhis tools are working the business of the state,” 
then the real beneficiary may enter^nd dispossiss the trustee 
if Iny substantiifl reason for dissatisfaction as J,o the manage¬ 
ment of the property exists; the state may take the tools into 
its own hands and “ work itg business ” for itself. 

686. Faculty as the Basis of Taxation.—I reach, then, 
[the conclusion that Faculty, the pdwer* of vroductiop, ionsti- 
[tutes the only theoretically just basis of contribution that 
m§n are b^und to serve the state in the degree in which they 
I have the ability to serve themselves. 

I think we shall'more clearly sec Faculty to,be the true 
natural basis of ta-xation if we contemplate a primitive com¬ 
munity, where Otcupations are few, industries simple, realized 
wealth at a milSimum, the members of the society nearly on a 
level, ^he wants of the state limited. Suppose, now, a work 
of general concern, perhaps of vital importance, Vcquires to be 
constructed: a dyke against inundation, or a road, with 
occasional bridges, fo^ communication with neighboring 
settlements. What would be the rule of contribution ? Why, 
that all afile-b’odied persons should turn out aad each man 
work according to his faculties, in the exact waydn which* he 
,could be most useful. , , 

> In regard to a comnaufilty thfis for the time engaged, we, 
notj two things: first, no man would be held to be exempt 
beeadse he took no interest in the work; he would luot be 
alltftved to escape contjibdtion because he* was willing to 
relinquTslj his share of ths benefits to be derived, preferring to 
gtt a miserable, subsistence for himself by hunting or fishing; 
secondly, betwfen/hoee working, a higher order of faculties, 
greater muscular power, or superior skill Would mate no dis¬ 
tinction as to the time for which»the individuals of the com- * 
muqity should several!^ remain at work. 

696. The Ideal Tax.-t- This is the idealjt^x. Jt is the form 
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of contribution to« wlycli all priraitive*comniu'nities instinct¬ 
ively resort. It is the tax whjcJi, but for purely practical 
difficulties, wbuld affiard 'a perfectly satisfactory inea*ure of • 
the^ obligation of every'citfeeii to contribute to the suiftentation 
and defense of the ^tate. . AnJ' mode of taxation which 
departs in essence from this involves a greater or* smaller sac¬ 
rifice of the equities of contribution ; ancj any mbde of tax¬ 
ation which departs from this iii form is almost certain to 
involve a greater or smaller dej)arture in essence. 

And it deserves to be noted that J-he largest tax of modern 
times, even in the^most highly orj^anized societies of Europe, 
the, obligation of romplilsory military service, is assessed and 
colleg^ted on precisely this principle. • 

697. The Faculty Tax Impracticable.—But while the lax 
on Faculty is the ideal tax, it has usually been deemed 
impracticaWe, as the sole tax, in a compHcated condition of 
industrial society. As occuj)ations multiply and the forms of 
production become diversified, the state can *not to advant.ago 
call upon each member, by turns, to serve in person for* a 
definite portion of mch day or of the year. Hence modern 
statesmanship has invented t.axes on expAiditure, on revenue, 
^n capital, not as theoretically just, but with a view to reduce 
the aggregate burden on the community, and to save produc¬ 
tion and trade from vexation and obstruction. 

598. We recur to the Tax on Eevenuo.—The politicians 
of tile cxistilig order, as we have seen, shrink from the effort 
involved in levying theqmblic contributions entirely, or cvcgi. 
■chiefly, .accoi'ding to facnilly. !K'ext in jmint of political equity* 
^conaes the tax on incomes, or the revenues of, individuals. 
That 'cax, as wc now oontomplate it, is 3 tax on the revenues of, 
all classes, with Exception only of the,amount requisite for the 
maintenance of the laborer and his family, after the simplest 
possible manner, in health and strength to labor. It is noWr' 
oompensatoiy tax, constituting a part o,f a syiterfin which real¬ 
ized wealth and yarious forms of exjienditure ari? also brought 

' ^under contribution, but the sdie tax imposed by the state, 

599. Fxemptipz. of the Actual Necessaries of Lifei -It 
has been said-that from such an income tax the necessary cost 
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of subsistence, must Ije 'exempted. Mr. D. A. tV'ells has, 
indeed, laid'down two propositions: firSt, that “any income 
tax which permits of any exemption .wlifljever ig a graduated 
income gtax ; ” an^, secondly, th 5 ),t a graduated* income 
tax td the extent of its discrimiuatiin is *n act of chn- 
fiscation.” ,But the exemption g)f a certain minimum 
annual revenue is a matter of shejr necessity^ whether the 
••staft) will or no. • Economically s})c.aking, it is not possible to 
tax an income of this class. A man in the receipt of sucli an 
income can not contribute to the exjwnses of government. 
Should the state, with one liaud, take any thing from such a 
person as a taxpayer, it ntust, whh tire ojher, give it* back 
to hinj. as a pauper. 

poncediyg the excmj)tion, on purely economic groumfs, of 
the amount required for the maintenance of the laborei''fam¬ 
ily, one of the most vital questions in finance arises imme¬ 
diately thereupon, to wit: shall the exeesi^ above thS mini¬ 
mum, shall the snpei-fluity of revenue, which may lie spent or 
sared at the will of the owner, be taxed at a uniform rate, or 
at rates rising with the increase of income^? 

600i The Questiofi of Progressive Taxation.*—The ques¬ 
tion of progressive taxation has always been one of great 
interest while the fiscal jxdicy of states rested i»’ith thd 
wealthy and well-to-do classes. It is certain to acquire vastly 
greater imjSortitnce as politlc.al power passes more and more 
into the hands fcf the class of small incomes. . , 

Upon* the question of the equity of progressive taxation 
jv?riters-onjBnaiJce arq d’vidwk Onejjarty holds ..hat any, 
recognition of this prineijile is sheer confiscation: thepther 
adnjite that ’progressive taxation may be carried to a certain 
* point without injury either to the sense of poiifical justice or 
to the Jhstincts of indust^ and frugality, some even holding 
'■^th J. B. Say Jhat “ taxation can not be equitable unless its 
ratio is progressive.” Jloth parties agree that thgre is great 
dange ’ that, ijnder popular impulse, progressive taxation may 
be carried so f£fr as not only to violate all the*equities of con¬ 
tribution but seriousljdto shock the habits of acquiring and 
saving property.) 
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The sykera of,progressive taxatioi^ prevaijed at -Athens. 
There were four ^lohian glasses of citizens, arranged accord¬ 
ing to wealth. 0^*the<ie the first paid no taxes j the class 
next abSve them were entered on the ^ax-books kt a sum 
eq\ial to five times tkeir income*; the next class at ted times 
their income ; the richest class at twelve times ^heir income. 

The principle of graduation, or progressive taxation, was a 
favorite one with the statesmen of the* Fiiench Revolution.* 
It was for a time adopted by the Convention in 1793. In con¬ 
sequence, perhaps, of the appetite thus created among the 
people for laying the burdens of government mainly on the 
rich,*mpy of th^ latec French iVriters on finance have been 
very strenuous in denouncing the principle. 

ret this system was approved, as we saw, by Sa,y, and also 
by Montesquieu. In the personal tax, wrote the latter, “ the 
unjust proportion would be that which ediould follow exactly 
the pAportion of goods.” Referring tO the Solonian Cate¬ 
gories at Athens, he said : “ The tax was juet, though it was 
not proportional. If it did not follow the projtortion of goqds, 
it did follow the proportion of needs. It was judged that 
each had equal physical necessities, audtthat those necessities 
ought not to be taxed; that the useful came next, and that it 
‘ought to be taxed, but less than what was superfluous; and' 
lastly, that the greatness of the tax on the superfluity should 
repress the superfluity.” 

Jn 1848, at the Revolution, the idea of plogressivity was 
revived. The provisional government in a decree, said: 
“ Before thp Revolution taxation waj proportional; then* jj 
was,unjust. To be truly equitable, taxation,must be progress¬ 
ive.”* ' ‘ , 

M. Joseph' Gamier, editor of t!ie Journal dm Eeonotmstm; 
makes a distinction between.progressive taxation, prope rly so 
called^.and prqgressional taxation. It is, he pays, against Jjie 
first that all the objections are dirpeted w^ch we find in 
writers who declare that progressive taxation is a species of 
confiscation, tending to tha,,absorption of gteat fortunes by 
the state, to the l,eveling of conditiofis, to the destrdetion of 
property, to, the' discouragement of ,/rugality and industry, to 
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the emigritioft ofThere is, M. .Gamier holds, a 
species of increasing taxation whioji is rational and discreet, 
to which he applies the term progresS^onal, which is held 
within moderate limits, which is collected by virtue ot a tariff 
of duties slowly progressive^ and which, at the maximum, 
can not pass,beyond a definite portion of the income of the 
individual. > 

Ii! Prussia the tax on small incomes, known .as the Klas- 
sensteuer, is levied on a scale of twelve degrees. 

In England the principle of progression has never been ad¬ 
mitted into the income tax /urther than is involved in the 
exemption of a certain miniihum. How theJsubtraeti.on*of a 

constant amount from all incomes, and tlu- taxation of the 
• • 
excess at a jiniform rate, causes the rate on the total incomes 

to rise, from lowest to highest, will ap{)earfrom the foU niug 

table. ■ * 

601. The Efffeet Ot Exemptions.—If we suppose th*e con¬ 
stant amount exempted to be $ 1 , 000 , and the rate of taxation 
onrfhe excess to*be ten per cent., incomes of different amounts 

will in effect be taxed as follows : 

» 


Income. 

- 1 - 

Income snhject to 
Taxation. 

• 

Amount of Tax. 

Rate of Taxation on 
Total Income. 

« 

$1600 

8 500 

$ 50 

3 . 33 - 1 -per cent. 

2000 

1000 

100 

5 

U 

2500 

1500 

150 

6 • 

u 

30(f0 

2000 

200 

6.66-1- 

t( 

3500 

2500 

. , 25*0 


it 

4000 

3o3o 

300 

V.5 

ii 

.4500 . 

• 3500 

^50 

7.77-1- 

, 


* Bdt while the principle of’progressivity haS*nover been ad¬ 
mitted ihtp the income ta.’s of England, it has been extensively 
avjplied to the so-called “ Assessed Taxes that is, taxes on 
carriages, horsej, servants, etc. 

802. The question of progressive taxaticfti is a nice one in 
theory, while i^. its practical apjulicatioa it is beset with thfi 
gray|at*.-diffiS!»lly, arisiflg out of the in8ti,ncts of spoliation 
which are deeply rooted jn the human breaSi, an, inheritance 
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'from ages of universal warfare an\i jolfeerjr. The’appetite 
jfor plundering the accumulated stockof wealth, once aroused, 
may become a foriiyfidable social and political evil. ^ 

Were the highest human wisdom, wi^h perfect ^sinterest- 
eSuess, to frame a seheme of cantribution, I must belidve that 
the progressive principle would in some degree,be admitted ; 
but in what ‘degree, am^ by what means, I am, at a loss to 
suggest. 

/ That progressive taxation would be the demand of triumph¬ 
ant socialism, as it was of the Revolutionists of 1793 and 1848, 
we already know. That progressive taxation will be urged in 
the Spirit of spoljation and confiscation, is most probable. The 
friends of the existing order will do well to bo ))repped to 
take their ground intelligently and maintain it with firmness 
and temper. 

603. A Tax on Revenue Impracticable as the Sole Tax.— 
WhilS, as the sole tax, the tax on revenue has been approved, 
on grounds of political justice, by manj^ perhaps prost, 
writers on finance, it has, like the tax on faculty, .generjljy 
been rejected as impracticable, in view of difficulties in assess¬ 
ment, aHecVlng incomes both high and low, more indped the 
higher than the lower, and difficulties of collection, affecting 
es))ecially incomes of the lowest class. Few writers of reputa¬ 
tion, have, without qualification, advocated such an income 
tax as both jiolitically expedient and ecoilbmidally adv.an- 
t.ageons. Fewer statesmen have had the coftrage to propose 
it to the legislature. 

Revennej- or income, havingftherf, bpen abandoned gencralljr 
throughout modern society as the sole basifj of taxation^ and 
only in exceptional caseb forming even an important fejiture 
of existing taK systems, Experfditnre has been resorted td 
increasingly, in the past and presept century, from considera¬ 
tions not so much of political equity as of pplitical and fi^ai 
■expediency. By far the greater portion of t^»revenue of the 
most advanced states is derived from taxe s oy consumption, 
‘as they are called ; and every new demand of the treasury is 
imet mainly from.this source. 

Yet even,now Wealth is still employed in many communities 
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as the sole basis- of taxation, Jibe measure of ,thc obligation to 
contriDute t(5 the support of,govciniment. It was the pre¬ 
ferred fprra of taxation throughout the ’Americnn colonies. 
It is still the principal form of non-federal taxation iu the 
United*States, as the Grand’Lktjs of t(>wnshi|)s, cities and 
counties testify. 

604. Is a lax on Capital Equitable ?—How c&n a tax on 
fealized wealth or'capital be justilied ? , 

Let us take two cases : first, when income is not taxed ; sec¬ 
ondly, when income is taxed., 

First, when income is not taxi'd. It is claimed that the 
result of realized wealth affords tlu*besl jira'ilieal mca,sufe of 
income ^ir of productive faculty. >Jow, that such a elaiiy in 
behalf of a jiroperty-tax should be conceded, or even seriously 
considered, clearly requires two things : first, that the er- 
do-weels shall be comfaratively few in number ; and secondly, 
that the disposition lo save out of income, foi the accumula¬ 
tion of wealth, shWl be the gi'ueral rule iu the community. 
Those requiremefits were met in the American colonies gener¬ 
ally. I^rring the effects of intenqierance, was a rule with 
few ex( eptions that Americ.ans in those times wtre disposed 
^to labor, and to labor liard, that they might produiic tvealth ; 
while, BO general xvas tlys desire of wealth, so stalwart the 
maidiood of those times, so simple the habits of the people, 
so liigh the social importance attributed to the j» ssession of 
cajiital, that all flie surplus above decent, wholesome subsi.rt- 
qtice, after adequate jirovisivn for intejlcctual and religious 
(Cuiture, was likely to gcitoV ari/'i’accumuhition. > 

Tb^ mere statement of these elements of the case sufllciis.to 
showithe difficulties besetting such a principle of taxation, in 
its ajfjdication to commu^jities like those of tile present day, 
with a Ic^sSjStringent puhlio sentiment, with more extravagant 
ffii^es of living, .with a leas general elevation of tastes and 
ambitions, witkjgrjaterj proneness to self-indul^nce, with 
vast classes >hat do not even try to'save, in such 
a state of society, to tax only that part of revenue which 
is lai^ by for future consumption, or to assist iti the fur¬ 
ther production of wealtty is both politically unjust and eco- 
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nomically yicioijs, exciting to extravjgafice and discouraging 
frugality. * • , . • 

Secondly. But,lf a. tax be imposed, on in comcp how can 
a property-tax be justified at all ? Haye not the whole com¬ 
munity beenwnce taxed upon income, as affording a’measure 
of the ability to contribute to the public service, and shall now 
a portion of the wealth excised be again subject to deduc¬ 
tion, on no ofher ground than that it has bPen saved, prtsuilP 
ably to assist in future production ? 

605. The Purely Eoonomip Theory of Taxation.—Mr. 
McCulloch, the author of one of the few works of value in the 
En^lisjh literatijre of Ta'xation,‘boldly proposed to abandon 
altogether the attempt to follow out the equities of contribu¬ 
tion. I have already quoted his statement: “ l^e djstinr 
guishing feature of the best tax, is, not that it is most 
nearly prpportioned to the means of individuals, but that it 
is easily assessed and collected, and is, at the same time, mosj 
conducive to the public interests.” 

The line of reasoning which leads up to^Mr. McCulloch’s 
conclusions may Ije stated as follows; Government^ springs 
from injustice, and, in the constitution* of things, mnst com¬ 
mit more or less injustice. It is of no use to attenqit -la 
pursueithe equities of contribution;^they will elude you. It is 
admitted that it is impossible to distribute equally the benefits 
of government; why make the hopeless effort tolapportion its 
Ivirdens with absolute justice? Get the best government you can} 
maintain it at the least expense consistently with e'^ciency ; 
collect the revenue for the •service J|)y the most convenie^ 
sin^ple and inexpensive means. By undertaking to effect an 
equctiible apportionmeht of the burden, through complicated 
methods or bj® personal a8sessm(?nt,^you are not only liktdy tb 
fail ; you are certain, at the best, to add to the ag^fgate cost 
of the service, and are in great danger of generating newjnd 
distinct eyjls by disturbing economic! relati^BS and obstruct¬ 
ing the*processe»of production and cxchange)b 
t/^e08. The 'theoty of the Beperoussion &r Diffusion of 
Taxes. —JiVtile writers on finance have commonly* insisted 
that the equiti^tf of contribution shpuld govern in assessment, 
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j a belief in-ithe so-called Repercussion, or diffusion^ of taxes 
has led economists very,generally to gite their approval to 
the system of indir ect taxation the growth of w;hich forms 
; the most' pjarked feature of the fisca,! history of the 'present 
century*. 

LfiLlhejtate, it_is said, levy its contribution on such articles 
of g enera l consumption as are most easily i-eached, "r on such 
sf tl>e processes of pi’oduction or ex^iange as lie most open 
to yiew,_trusting to the laws of trade to distribute the burden 
over jAe w'hole body of the ])opulation. 

This plea raises the questioft of the Incidence, the ultimate 
incidence, of taxation. “ I •hold it to, be •n-ite,” said Lord 
Mansfield in his speech on taxing the Coloni- -, “ that’ a tax 
laid in any place is like a pebble falling into and makiifg a 
circle in a lake, till one circle produces and gives motic-i to 
another, and the whole circumference is agitated from the 
center.” Taxes uniformly advanced on all ’Ike competing 
property,” says Mr. Wells, “ will always tend to equate them- 
selv.es, and will never be a special burden to those who origin¬ 
ally made the advances to the go-, ernment.” 

607. |5ow do Tay.es Tend to Diffusion P—This, W’hich 
may bo called the Diffusion-theory of taxation, rests upon the 
Assumption of perfect comj)etition. It is true, to ■|he full 
extent, only under conditions which secure tlui complete 
mobility'' of all eitonomic .agents. As far as members of the' 
community are impeded in tiieir resort to their b.est markj't^ 
by ignoiance, poverty, fear, superstition, misapprehension,, 
incVtia, just so far is it possible.that tl’e burden of t'.;.ation! 
may rest where it first falls. It requires, as Prof. Thoroldj 
Rogdrr has said, an effort on the part of the person wl\o* is 
assessed to shift the burden on to the shouWrg of others. 
Not only! is that effort mide with v.arying degrees of ease or 
difficulty ;“but the resistance offered m.ay be of any degree of 
effectiveness: powerful, intelligent, tenacious, or weak, ignor- 
aht, sp3,smodic.^ '* Tde result of the struggle thus irt-ovoked 
will depend on the relative strength of the trgo parties ; and 
as the two parties are nover precisely the same In the case of 
two ttixes, or two forms of the same tax, it nftist make a dif- 
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ference upon what subjects duties are laid, what is Jhe- severity 
of the imposition,''and at what staf^e of’productioii or exchange 
the contribution is,, exacted. It is not, it never can be, a 
matter .of indifference when, where, and how taxes'are im'- 
posed. “ The ability" to' evade taxation,” writes jJ. ^ay, “ is 
infinitely varied, according to tlic form of assessment and the 
position of each individual in the social system.' Nay, more, 
it varies at different' timfs. There are few Jhings so unstgad]^ 
and fluctuating as the ratio of the pressure of taxation upon 
each class, by turns, in the community.” 

608. M. Say’s 'Views.—It bar always seemed to me s^ange 
iliat J. B. Say sljould be cited, a§ he so often is, as an author¬ 
ity on the side the Diffusion-theory of taxation. Not only 
in tlui paragrajih from which I have quoted does he recognize 
the vital importance of the right “ seating ” of taxes ; bift in 
his references to the (^ssay of Canard, which had been crowned 
by tlje Academy (1802), hi! is eveq more pronounced. 
Canard had said that it is of little importance whether a tax 
press upon one braiuih of revenue or another, provided'it be 
of long standing, because every tax in the end affects every 
class of revenue piuporlionally, as bleeding in the arm'reduces 
the circulating blood in every portion of the human* frame. 

, To this M. Say rejoins that the object taken for comparisoni 
has no ifnalogy with taxation. Tlie wealth of society is not a 
fluid, tending continually to a level. It is^ th^ rather, an 
org.anism, like a tree or a man, no part of whjfh can be lopped 
off without permanently disfiguring and crippling the whole. 

800. M. de Parieu’6 View^.—de Parieu has given, a 
chapter of his great work to tlie Incidence of Taxation. Ih 
rcsplict to what he calls,taxes levied upon the conditipi.s of 
every human.cxistence, he reaches the result that they havq 
effects very obscure, and in a still greater degree sqbject to 
dispute. Where taxes are levied iff cities upon the necessaries 
- of life, he finds no considerable danger of evil effects, sifice 
there is & dbnstant intereommunicatich between the laborers 
' of towns and those of rural districts, and migration will soon 
'restore the equilibrium after the distjirbance created, by the 
'new impost. It,'is otherwise when a new tax is imposed 
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throughout the whoje extent of a country. Tlie emigration 
of laborers to foreign’jjarts is only ac»omt)lislieil against a 
certain resistance, arising out t)f th^ir habitudes and affections. 
It is always, moreover, accomplished at a yefinite loss and an 
indefinite risk. To throw taxes on * consumption back npen 
the capitalist or the employer becomes^ in lit. de Parieu’s 
judgment, a tUsk very difiicnit and often wholly ijjipracticable. 

6W). ConclU8icyi.-»I reach the conclusion that,f'in a condi¬ 
tion of imperfect competition, we have no assuVaiiee that in¬ 
direct taxes will be diffused equably ov<‘r the whole com¬ 
munity, leaving each class, and each individual in the same 
relative condition as before .the inyiosition..* Something,less, 
it may be much less, than a proj)ortiimal ('f'ntrilmti(.si must 
result IVom the differing strength and opportunities of# the 
several clasSes and individuals. The legislator can not, ihen, 
adopt the comfortable doctrine of the indifference wi tlu 
place and the person,where and on whom the burdtn shall be 
laid. Ilis res])onsibility abides for the ultimate effects of the 
taxes* he imposej. Whether with reference to tin! equities of 
contribution or to the general interests of trade and pnaluc- 
tion, hens bound c.arefully to consider the ifature and probable 
tendencies of every projected impost.) 

XVII. 

PEOTECTION vs. FBEEDOM OP PKOKUCTION. 

’ ^11. The Doctrine of Laissqjs-Paire.—The question of 
• Protection, as against li'reedoni of Production—hot, as it is 
commonly stjjted,’ against Freedom qf Trade—is rarely'dis- 
cussCd, on both sides, upon purely . conomic princqjlcs; perhaps 
has nevqr been, in an actual instance, decided without the 
intermixtia'e of political oi* socLal considerations. 

' ^he argumente of those who have favored the policy of so 
far limiting thdaterjitor?»l division of labor (see j)ar. §3), as to 
constivilte industrial entities corresponding’tct existing polit¬ 
ical entjties (witich I t^ke to be'the real intevt ef what is 
called Protection) have been of every deene^ of vafrueness: 
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but it seems to me that the confusiop of the public ;nind need 
not have existed, k Ifeast to so gfeat an extent, had not the 
professional eeonomicts taken an bhjustifiably lofty attitude on 
this subject, practically refusing to argue the ques^oh at all 
as'one of national fxpedieiicj,, contenting themselves with 
occupying the high ground of Laissez-Faire. 

Now, that doctrine, although established by th'q older econ¬ 
omists to their own satisfaction, as containing a principle of. 
universal application, and thus deemed by them a conclusive 
answer to all arguments specially directed to justify restric¬ 
tions upon international trade, has never been accepted, in 
the fullness of significance by them given it, throughout any 
wide constituency, not by any large proportion of the educa¬ 
ted classes, not even generally by jmblicists, or statesrfien, or 
men of affairs. " ^ 

612. Opposition of the Economists to Factory Legisla- 
tion.-^Thus, when factory legislation was first proposed in 
England, nearly the whole body of professional economists 
opposed any interference with tl^e freedom of contract 
respecting labor. They assorted the entire competence of the 
laboring classes to j'rotect their own interests. They declared 
that interference on behalf of the laboring classes could only 
he miscliievous, in the long run, to the Laborers themselves. ■ 
They put themselves on record in uhe most fonnal manner 
against all measures of restriction upon faejory and work¬ 
shop labor. They cast in their lot with the opposition to this 
class of legislation, and staked the reputation and kifluence 
of political economy upon thejf being right in this matter. . 

Had they won upon that issue ; had' the results of the fac¬ 
tory acts been proven deleterious to the interests' of the ■work¬ 
ing classes themselves, or even to the industrial power of the 
kingdom, it would have been a raref triumph for the econo¬ 
mists, and their influence would have been greatly strength¬ 
ened. But it did not turn out so, Although in the fifst 
instance,'tliat of the act of 1802, Sir*Robert T'eel, the elder, 
had been so solicitous not to violate the principle of the self- 
sufficiency of labor that he made the b'll apply only to appren¬ 
tices, the wards of the state, the political rightfulness and the 
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economic^expedieiicy of .regulating the contract for labor so 
grew upon, the public, mind of Engl^hd/that act after act 
extended the supervision of \he state o-wer factory and work¬ 
shop ifbyi the policy of restriction Ijad vindicated'itself to 
the complete satisfaction of Jhe working-clasqfs, even, in the 
main, of tile master class, themselvjes, and of the statesmen 
of the kinajTom and publicists almost without e«(!eption. 

6i8. FreedoH* tHo Buie: BeslJaint the Exception.— 
The fact that in the controversy over the factory acts the 
economists of the laissez-faire* school are proved to have been 
in the wrong, does not sho^, or go to show, that they are 
wrong in their opposition to laws k restraiift of international 
commerce. It does not even create a pre, araption*to that 
effect.’ 

AlthougR the necessity of making exceptions to the '■ de of 
freedom of individual'action has been established as com-' 
pletely in respect tcindustry as in respect to politics, ffeedom ^ 
of action is yet sp far the condition of health and power and 
growth iu the field alike^f politics and of industry, that those , 
who propose to make exceptions in either are bound to show 
cause for every sucl^ exception. A heavy burden of proof 
rests upon them. Their case is to be made, and made against 
a powerful presumption in favor of liberty, as that «oudition’ 
which hath the promise n’lt only of that which now is, but, in 
a higher dcgree^ of that which is to come. There is not and j 

- *- 1 -II— 

•“No^ I beg you to remark the strange assumptions that underlie 
this reasoning. Human intere^fcf ar^tpituraliy harmonious; tie • ‘fore we 
iEave only to leave people ffce, and social harmony must result; as If it 
were an obviotu thing that people knew their interests in the sciiSc in 
whi(^ 'they coincide with tlie interests of others, and that, kn&wing 
themr they must follow tliem ; aS if there were no SbA things in the 
world as passion, prejudice, cu|tom, esprit de corps, class interest, to draw 
people aside’from the pursuit of their interests in the largest and highest 
sduhe. Nothing is’easier than to show that people follow their interest. 
In the sense in vfHchrfhey Tjnderstand their interest. But^ between this 
and following their interest in the sense in which It ^ coincident with 
that of other peopffi, a chasm yawns. Tltat chasm in tf argumnt of the 
laissez-faire school has newf been bridged. The advocates of the doctrine 
ihvt iheir eyes and leap over tf.”—Prof. John E. Ca/rhes. _ 
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there can never he; any positive virtilte jn restraint.'" Its only 
office for good is to prevent.wast^ and save the misdirection of 
! energy. ^ There is no life in it, and no force can come out of it. 

'J'hat which is called protection ” operates only hyrestraint; 
it has and cat havf neitijer creative power nor healing 
efficacy. All the energy that is to produce yealth exists 
before it and Vithout respect to it; and just to the extent to 
which protection operates at all, it operates by impairing that 
energy, and reducing the sum of wealth that might be pro¬ 
duced if protection did not exist. 

I say, that might be produced, not that would be produced. 
The fatter point <may ‘faifly be disputed between the free¬ 
trader, who should rather be called the free-producer, and the 
advocate of the system of restricted production. ^ The force 
of the steam at the piston-head is less than the force of 
the steam. in the boiler, less by all tliat is necessary to 
conduct it thither from the boiler ; yet ills the force of the 
steam at the piston-head, and not where it is'generated, xhich 
moves the wheels of the engine. The harness hampers the 
movements of the \>orse ; but it is the harnessed horse that 
draws the Irfad. Discipline operates dicectly to redpce the 
^sum of the impulses by which soldiers are actuated, and, by 
conscqutfnce to reduce their individual energy; but a disciplined 
army will defeat a mob of many times its own numbers. 

814. What the Protectionist Has to Prdve.—If the pro¬ 
tectionist can show that restraints imposed b^ law upon the 
industrial action of his countrymen, or the men of any country 
he chooses to take for the pdlyosea of the debate, have tb;p 
eff^iUt, not, indeed, to generate productive f^rce, but to direct 
the productive force geberated by human wants settijig in 

motion human fabor with a bettdr actual result* than under 
_•_ 

•Much as I admire the pithiness and vigor of Prof. SuynW’s argu- 
meat before the Tariff Commission, in 1888,1 can nqt but think tha^he 
unduly disps^agos the losses to production which occur^^under the regime 
of frec-exfthange. I have in another place (pars. 9fc-lC®, and again 236 to 
243) adduced coisiderations which seem to me to justify a very serious 
view of the extant and importance of these Igsses. Let the protectionist, 
if he can, show gfod grounds for believing that under the system ho 
proposes there wou^d be a better outconje. 
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the rule’ of freedom* h» wilUmake his cjse.. But this is to bo 
proved, not taken for granted ; and it is to be proved only by 
sound ^d serious argument, not by •strenuous assertion and 
senseless Rlamor. 

615.* Why Should Industfial Corresitond t6 Political En¬ 
tities P—In proceeding to establish the importance of checking 
the extension of the territorial divi8i(yi of febor art;he boundary 
line® of nationalifies, the protectionist writers have been ser¬ 
iously embarrassed from the lack of reasons to give why indus¬ 
trial entities ought to correspojid to political entities. Had they 
undertaken to show that every mdlion or five millions of peo¬ 
ple might advantageously be org.aiS/.ed intc^a separate indus¬ 
trial eptity, having either no commercial iiitci course ^t all 
wi^i comm^inities on the outside, t>r a commercial intercourse 
much reduced and retarded ; or had the protectionist '1 ' iters 
undertaken to show fliat every ten or twenty square degrees 
upon the earth’s surface, whatever the nunioor of inhabitants, 
shoidd become aif industrial entity, trade within the limiting 
parallels sftid meridians being unrestrained .and even encour- 
aged, T^hile trade across those lines should be deemed in a 
higherror lower de^ec mischievous ; or had tliese writers 
undertaken to show th.at every important river basin or^ 
driiinage system should l^p constituted an industrial (•ntity, in 
as great a degree as possible independent of others, they would 
h.avc had a muci? less difficult task. A good deal might be said 
upon the theme "that the world-wide extension of the princi^de 
9 f the division of labor ncedij to be erosspd and checkc .l by arti- 
fWiial obstructions to prsveiit ctlVlain economic anrhsocialevils. • 

W^e have shown (par. ‘i‘l1 to 243^ that grave indusijial 
misciiS?fs may originate in this principle, though which’pro- 
^uceb and consumer are,sot’ ap.art, often by S. vast distance, 
sometimt'^by half the ciroumfercnce of the globe ; that rnis- 
(ii^erstandings may arise between producer and consumer 
which will result i^j a smaller production of W'eaithj a lower 
satisfiicPion of iiuraan wants, and that these ftii junderstandings 
are sometimes Aggravated by sifspicion or papic with the 
most^ deplorable consequences.', The fact, js incbntestable, 
and it would be easy to eicaggerate its impoltance. 
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But when 4;he atteippt is to prove* that *the prin^ple of the 
division of labor should be allewed 'to extend itself freely 
within the bounds *f nationality but not beyond theqi, addi-. 
tiqnal difficulties of a ^rafve cliaracter aie encount^ed at the 
outset, in the *great*and, from Iho economic point of view, 
unaccountable irregularity and whimsicalness with which the 
surface of the earth (is divided qmong independent 
sovereignties. » One nation comprises two millions of inliabi* 
tants, like Denmark, Greece or Chili ; another ten, like Mexico, 
Brazil or Siam ; another thirty, like Italy or Japan ; another 
sixty, like the IJnited States ; another eighty, like Russia ; 
anothert three Inwdred and'fifty, like China. The territory 
occn|)ied by one nation crosses and includes two, three .or five 
great river systems ; in other cases, one river system embrfVJes 
the territory of two, three or five nations. A stream which a 
boy c.s^ wade may form the dividing line of two independent 
states ; a third state may collect its revenues across the Atlan¬ 
tic and the Pacific oceans, and its magistracy send their^war- 
rants alike to Hudson’s Bay and into the ^outh Sea. One 
people may stretclufrora North to South across sixty degrees 
of latitude ; '‘another from East to West, t^irough half the daily 
journey of the sun. One country may be occupied by a popu¬ 
lation as homogeneous as the inhabitants of some old city ; 
while under the same flag, and subject to the same laws, may 
live the representatives of many races : some dressed in 
thd latest “Paris fashion, others tattooed upon the naked 
skin ; some using the telephone,, others the assegai; som<} 
finding thefr choicest amusement In'* the Wagnerian opera, 
othefts in the war dance that opens the’feast of hitman 
flesh.‘ 

616. The TTnlted States as an Irjstanoe.—It will re'kdily 
appear that the protectionist writer's have a difficijlt* task in 
establishing the necessity of drawing the lines of indust^l 
circnmvallaition along the boundaries jjf eiQpij^'. 

Take the HniteS States for example. Here are thirty-eight 
states trading among themCelves witlj the utmost activity, the 
exchange of cotwodities and services being as free ap the 
movements of the air ; and in thip freedom all good, citizens 
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rejoice.** But .this •condition of things is made, by the doc¬ 
trine under* examination, to be dependcnf entirely upon the 
political relations of these states. uv«lcr different 

govemmoptS) the exchange of cpmjnomties and • services 
which ‘now promotes the general weay,h aiyi the gendl-al 
welfare would be fraught with miscljief and possible ruin. 

It is, of epurse, possible that some new analynis of the con- 
sditiens of produotiofl may yet disclose tlie law whicli tints 
makes trade within the limits of sovereignty "beneficial, and 
trade across the boundaries of separate states deleterious to 
one or both parties ; but thu# far assertion coupled with vitu¬ 
peration has taken the place of antdysis^etpiired. 

617. Protecting the Strong against the ^eak_Ifi the old 

world,*the argument for protection is based on the impoifanoo 
of protecting the industrially weak against the industrially 
strong ; and I am not certain that something might not oe said 
for this. Russia stsives to protect her labor ? gainst th* better 
paid^ labor of Gejmany; Germany, in turn, strives to protect 
hef labor^gainet the vastly better paid labor of England. 
Among all fully settled countries, the rule, without exception 
so far ^s I am aware^ is that that c^ountry fn whiqjj the higher 
wages are. paid offers its products at lower prices than the 

1 I-• 

• “ If it be asserted that statcswhich puisue different industries can not 
afford to trade freely witli one another, here we have tlieiii, New York 
and Pennsylvania* Massacliusetts and Minnesota, Maine and Ixiiiisiana. 
If it be asserted tllht states with like industries can not afford to W-ado 
freely wfth one another, here we have ftiem, Indiana and Illinois, Iowa 
'and Minnesota, Mas.sachusetts jiiU HJ)t|de Islafld, Alabama and Mississippi. 
ITit be said that small states can not afford to trade freely with great 
empires, here ye Ni5w York and Connectici^,Pennsylvania and Delaware. 
Why ^o not the great states suck the life out of the smaU ones ? If it b 
“said that new states, with litye capital, and on the firSt stage of culture, 
cannot sHord to exchange freply witii old states having large capital and 
•advanced sScial o^anization, here are New York and Oregon, Massachu- 
sSts and Idaho. How can any territories ever grow into states under 
the pressure ? fiWit 1» sail that a state which relies on oiie Industry can 
notaffofd to exdhange freely with oTne which has a ^versified industry, 
here are Pennsylv&nia and Colorado, California and {levada, any of the 
cotton slates and any of*the Northeastern siatts." —Wf Q. Btmner,' 
“ Protection in the United ^atee." 
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competing products of countries wh^e the lowe? wages are. 
j)aid. 

In the United Stsjjtes, towever, the argument for protection 
has based itself on the assumed necessity of protecting the 
stfong againstjthe wf ak. In Australia and Canada it ’is the 
same. It is alleged to he.e8sential to the maintenance of the 
high wages pe-evailin^ in these countries, that th(k products of 
the “ pauper labor of uWpe ” shall not he sold freely in* 
their markets. 

Wliy is it that the plea of those who desire to check the 
extension of the division of labor oil the lines of nationality, 
Buddanly changes as they pass from old and fully settled 
countritlk, to countries but recently, and perhaps still but par- 
tiallf, occupied.and cultivated ? » » 

618. Why Wages are High in New Countries.—The ex 
planation is found in the fact that the populations of what 
we call* “ new countries,” that is, countries where an inade¬ 
quate population is applying progressively to fresh fields 
advanced methods and machinery, possess an utimense advajit- 
age in the conditions of living over the jmpnlations of “ old 
countries,” wjiere tlie land has long been fjilly occupied^where 
the capabilities of the soil, even on fields of small natural pro¬ 
ductiveness, are heavily taxed to furnish subsistence to the 
inhabitants, and where systematic, continuous manuring has 
to be practiced in order to keep the land in cmidirion. 

The enonjous profit of cultivating a virgin Soil without the 
need of artificial fertilization, and the abundance of fdod and 
other necessaries of life''enjoy>«d by th^ agricultural class hai^q 
tended continually to disparage mechanical jndustries in the 
eyel ?,like of the American capitalist and of tllo American 
laborer. 

619. The Competition of the Fai^n with the ShO|).«-lt has 
been the competition of the farm with the i^op which h^, 
from the first, most effectually retarded the grqjvth of manu¬ 
factures ih ?he Uidted States.. A population ^hich is privi- 

„leged to live up&n a virgin soil, cultivating only the choicest 
fields and cropping these through a suctlession of years ikithout 
returning any thmg to the land, can. live in nlentv. If that 
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population pop8es»th^ added advantage of great skill in the 
use of tools and great adroitness jn meSting the large and the 
little exigencies of the occupation ^d epltivation of the soil, 
the fruit# of agriculture will still farther be greatly‘ncreased. 
The dietary of an ^mericaiC farmer, cu^tivatipg his own fand 
with the a'ld of his gj owing sons, would amaze a peasant from 
any portiop of Europe. An abundance^ of nuteiiious food is 
and has been, evei' since the revolutionary period, the sure 
condition of the life of the agriculturist in the United Stales. 
It was not with our fathers, even in New England, a struggle 
for the necessaries of life', blit for social decencies and what, 
in any old country, would have been called luxuries. 

Now, the mode of living on the part o^ tlu; agricultural 
popufatioE has necessarily set a minimum stjjandard of ^ages 
for mechanical labor. With an abundance of cheap land, with 
a population facile to the last degree in making cL.inge of 
avocation and of residence, few able-bodied men are likely to 
be ^rawn into factories and shops on terras which imply a 
meaner subsistence than that secured in the cultivation of the 
soil. 

e2(J The Hand yrades—There are ’certain classes of 
mechanical pursuits, however, which, by their nature, secure 
to those who follow them a minimum remuneration fully uj) 
to the standard of the agricultural wages of the region. Such, 
for instanee, a*e the trades of carpenter, blacksmith and mason, 
in which the work is of a kind which can only be done upon 


the spdt. The house can not be built abroad and imported for 
^e farmer’s use ; the^wagon siliust be mended npar ♦he place, 
where it broke ,down; tlie horse must be shod, the^ tools 
fihaVpened, by the artisans of the neighborhood. If, then, the 
fawner will have such services performed, hesnlust admit those 
who pirform them to sfipre his own abundance ; he must pay 
yages or*priceg which will attract men, and those, by necessity, 
in^lligent and skillful, into those trades. 
ma*son, the blacksmith, the plumber, the 


men exceptiqpallj 
Hene<i we fii^p the 


carpenter, the touse painter, the cobbler, in every part of the. 
United States, receiviftg wages which bear no*relation what¬ 
ever to the wages paid ^r the same class A services in other 
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countries, but which stand in a v^ryi exact relaflort to the 
rewards of agricultural labor herfi, 

Nor h^iS it bver been found necessary' to encourage or stimu-, 
lati 9 these trades for thb good of the country. WhSit states¬ 
man ever intrtfiuced'into Congress a bill intended, to increase 
the number of carpenters'or blacksmiths, or to enhance their 
wages ? 

621. Personal and Professional Service.—But, a^in," 
there are certain classes of services, of a personal or profes¬ 
sional nature, which have also pecured for those rendering 
them a participation in the abundance enjoyed by the .tillers 
of the"s 9 il in the oome region. The remuneration received by 
the ipembcrs of these classes, whether called the wages of 
dome8tie._8crva*ts, or the fees of physicians and ]a'\^crs, or 
the salaries of schoolmasters and • clergymen, or the profits of 
retail tfado) has been out of all relation to the remuneration of 
similar services in other countries, and has amounted to just 
what I have termed it, a participation in the abundance en¬ 
joyed by the agricultural population. Since’ thes^ servitses * 
could only be performed upon the spot, the agriculturia,ts have 
been obliged", if they would have the services rendered,xto pay 
for them, out of the large surplus of their own produce, at 
least endUgh to in^ke these professions and avocations equally 
desirable with their own, uncertainty of result, loss of time in 
preparation, expense of educatio'n and training, healthfulness, 
and agreeableness of work, etc., being taken inlo account; and, ■ 
since the agricultural ejasses have, desired that these services, 

' should be pSrformed, and have been drilling to pay for th-ra 
on the scale indicated, there has never been any call for Con¬ 
gressional action to secure the requisite number of lawyers, 
physicians, clergymen, schoolma'ste’*^, domestic servant's or' 
retail tradesmen. 

622. The Factory Industries.—But now we note that there’ 
are still pthpr important classes of s^frviejs be tendered, 
respecting whicji flie rule changes. The remuneration of the 

‘ persons rendering these sei'Vices no longer Has reference to, 
the abnnd&ce of, agricultural production in the several, see; 

' tions of the 'Cnited States; is no Unger irrespective otdiaL 
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remuneration .of similar* classes elsewhere. These persons 
are not, necessarily, admitted to ,a pafticfpation in the fruits 
of American agriculture. 

The services referred to are sach,as>can be performed with- ■ 
out respect to the location of the cons]jmer pf the product, i 
They are nearly identical with what we call, in the technical 
sense o€ thg term, manufactures. ^ > 

■ Whenever the> American farmer tvants a pane of glass set, 
or a pair of boots mended, or a horse shod, he must pay some 
one, his neighbor, enough for doing the job to keep him in his 
trade and to keep him ouv of agriculture, in the face of the 
great advantages of tilling the soil in New.;York, or Ohio or 
Dakota, or wherever else the farmer in question miy live ; 
but how much he shall pay the man who m^(£es the pane of 
glass, or the pair of boots, or the set of horseshoes, will depend 
upon the advantages of tilling the soil, not where^ he himself 
lives, but Avhere the* maker of the horseshoes, the boots, or the 
glass may live, j 

.If he will ha*re the work done he must pay some one, some¬ 
where, enough to keep him in his trade .and out of agriculture ; 
but i!.dt necessarily^ out of New York agriculture, or Ohio 
agriculture, or Dakota agriculture ; but, perhaps, out of Eng¬ 
lish agriculture, or French agriculture, or Norwegian agricuf- 
ture, under the the requirements of constant fertilization, deep 
plowing aM tl?orough drainage, and subject to that stringent 
necessity which economists express by the term, “the law of 
Diminishing Returns.” 

^ Now, to offset and qvercome the inducements to engage in, 
agriculture, even in Merry England, is a different thing, q very 
diflferhnt thing, from keeping a man "in his trade and out of 
agriculture in the United Statis. •'/ 

The -American agriculturist, having large quantities of 
grain and meat, of cotton and tobacco, left on his hands, after 
providing ample subs’’stence for his family, and even after 
hiring, the ca’qienter, mason and blacksmith, the schoolmas¬ 
ter, lawyer a«d doctor, for as much time as he requires, 
their rhspeetive services, and still further, after putting a good" 
deal into farm implemenjis and increase of Stock, is desirous ol 
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obtaining with the remainder Bundry*articl«s mpre or less nec¬ 
essary to health, cdmfbrt and decency. To him it makes no 
difference whether ^he syticles he requires are made on one 
side of thb Atlantic or on ^he other ; but it piakes agr^at dif¬ 
ference what h^ is obliged to pay* for them ; how much of his 
surplus grain and meat, tojbacco and cotton must go to secure 
a certain definite satisfaction of his urgent and o^t-recurring 
wants. If he must needs {lay some one to* stay out of Ameri-> 
can agriculture and do this work, his surplus will not go so 
far as if he were allowed to pay some one to stay out of Eng¬ 
lish agriculture to do it. * • 

62^, WhattheSStat&Can Do.—•■Buthere the State enters 
and declares that it is socially or politically necessary that 
these“ articles, these nails, these horseshoes, this cotton or 
woolen cloth, or what not, shall be made on this side of tie 
Atlantic. That necessity the agriculturist, as consumer, 
can not^be expected to feel; he does not care where the things 
were made ; he only wants them to use. He does not jare 
who makes them ; he does not even care whether sthey are 
made at all; they would answer his purpose just as well were 
they the gratuitous gifts of nature, spontaneous fruits ’gf the 
soil, or the sea, or the sky. Whatever his own economic 
theories may be, he will, as purchaser, every time select the 
cheapest article which will precisely answer his need. He 
will not, of his own motion, pay more for an articles because it 
is njade on,his side of the Atlantic than h« could get an 
equally good article for, bearing the brand of Sheffield'or Bir¬ 
mingham or Manehestef. BuV ,Vf th? State says he must, hb' 
must j and consequently the American maker of this article 
is b/force of law admitted to a participation in “the ahiind- 
ance enjoyed by ihe American agricultural class. The tiller 
of the soil is now compelled, by the ©finance of the State, to 
share his bread and meat with the maker of nails or bf horse- 
shcres, of cotton or of woolen cloth, just^as he w^s before com¬ 
pelled byth^ ordinance of Nature to share fiis fijead an^ meat 
with the bladkaniith, carpenter and mason, tho schoolmaster, 
lawyer and ,do<?tbr. 

L It is perfectly t*ihe, therefore, as the protectionist asserts. 
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that aJaiff of ci^oms duties upon foreign goojs imported, 
mto new countries ten^s to" create and ihaifitain liigh rates of 
waj;e8 in the factory indfistries. But ior projective duties, 
those •aijicles which, in their natuje, can be readily and 
cheaply transportecf will be J)roduced predominantly in cflun- 
tries whcr6 the minimum standard pf mechanfcal wages is sot 
by agacultiiral conditions far less favorable th#n those which 
> obtain in the Unitcfl. States, in Carihda, or in Australia. 

But while the law thus can and does croat*c high rates of 
wages in factory industries, it does not and it can not create 
the wealth out of which •that excess of manufacturing wages 
over those of older countries is paid. .Thalf wealth is created 
by the labor and capital employed in the ''ultivati(Jn of the 
soil. * 


xvni. 

SOCIALISM. 

624. Difficulty of Defining Socialism.—It is not easy 
to define the word socialism, for the pui^oses either of con¬ 
troversy or of description. It is, perhaps, impossible to give 
a definition which shall be satisfactory to all. One pian invid- 
ieusly calls another a sdeialist, only to receive the same ap¬ 
pellation 2iim|elf from a third person differing from him in 
political opinicpi. Let ns, however, do the best we can, in the 
confusion which prevails on this subject, to characterize 
socialism. 

^ We find that term ifpplied to'a great variety ot political’ 
sclmipes, in, all of which is pre.senti one quality, in lugfeer or 
loiter degree. This quality is the essence o|socialism; and, 
as it iSj found more ailfl more fully developed, the soei.alist 
characte* of any political scheme becomes more and more dis- 
ftnctly pronounced. We may apply the term, socialistic, to 
this quality. 

626! Ueanipgof the Word^Socialistic.^-Wbatthen does^ 
the w<yd socialistic signify ? I answer, it is {isopjrly applied 
to *n unconscious tendency or a consciousjliurpose to extend 
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tlie powers of the state beyond a certain necessary, minimum, 
line of duties, for a ailpposed public good, under popular im- 
pulse. It maf^ be a4dcd,j though rather in explanation than 
in qualiifcation of our de;pnition, that the supposedpublic 
good in view gqneraHy involved a greater or a smaller change 
in the distribution of wealth, as effected under the rule of 
competition aud individual initiative. This, however^ is not 
always the case. '' • ® 

626. Anarchism.—We have spoken of extending the powers 
of government beyond a necessary, minimum, line of duties. 
What is that line ? On this question opinions differ, but I 
deem -it condueive^^^to a clear understanding of our subject to 
conceive that line as drawn along the Police Powers of the 
state. Those, indeed, who call themselves Anarchists hold 
that government is not a necessary means of social existence ; 
but that, 01 ^ the contrary, government produces most of the 
very evils which are made the excuse for government. They 
profess to believe that government represses individual activi¬ 
ties for good, at many points, and paralyzeC forces which 
otherwise would continually operate to ameliorate the condi¬ 
tions of life, to hanuonizo social relations and to give inspir¬ 
ation and impulse to human efforts seeking at once the good 
of the individual and of the community. The Anarchist even 
asserts that certain vicious and destructive appetites and 
passions, which have been held to be inherent iil hufnan nature 
andjto place, the necessity of government beyond the possi- 
ibility of question, are, in fact, generated by government 
itself, and would soon disappeA’ in a s^te where no man pre- 
Burned to make a. law for another or to place any restraint 
upon his actions.* Apart, however, from the sfeall and as 
yet insignificant body of men known as Anarchists, it is held 
by all persons, of high or low degrce^.of much or little politicaf 
experience, that government is at least a necessary evil; and 
most men cheerfully submit to whatever restraints or sacri¬ 
fices are involved ir. its maintenance. "There are certam func- 

" * The reader w^ho may be inteicsted to see the most and best that can 
be said in behalf of this strange doctrine of anarchy, is referred to an 
article by Prince Kropotkin in the Nineteenth CeKtvrg for August, 188t, 
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tions known as tlie*poyce powers, which are, with ‘substantial 
unanimity,’ admitted to hejong Jo government. These are, 
speaking in a very general way, the,prt%ction of life, person 
and property and th^e preservation pf ihe civil ])cace. These 
powers clearly embrace the impression obtjusive vice &nd 
the protection of the common air and the common water from 
pollutwn. i^he term socialistic can not he propsrly applied to 
■any measure undertaken, in good*faith, for the attainment 
of these objects. In a highly organized industrial or social 
state, the police powers will naturally be. exercised through 
agencies and instruraentdlities unknown in a more primitive 
condition; but these are no’t, on that accost, to be considered 
in anj- degree socialistic, so long as they are directed toward 
tl^e end indicated. * 

627. Examples of Socialistic Measures.—Whenever and 
wherever, for any supposed public good, measures art iiude-- 
taken or proposed,from a popular impulse, e-in obedtence to 
a pppular demaud, which carry, or would carry, tlic functions 
of govemmen^beyond the line we have drawn, the term social¬ 
istic is properly to bo used, not as a tertn of reproach or con- 
tumeJJ', but as a stjictly despriptive title. Tlip line of the 
police powers may, in any given instance, be transcended by 
much or by little; the object sought may be thoroughly praiS- 
tlcable or wildly fancififl; the results may be highly beneficial 
or deeply injiu’ious to society; but every measure or proposal 
of the nature we have des-’idbed is socialistic. Thus, jmblic 
schools are distinctly socialistic. Education is a matter 


j^roper to individual initiprtveiwid ent«r])rise, within the family 
or, by voluntary association, within larger groups. It is’ 
oniy«during the last twenty years that this function hs^’been 
assumed bv government ir>a i .mntry so fre% prosperous and 
'enlightened as England. When this great step was taken 
it was distinctly and unmistakably socialistic, yet not the less 
meritorious ^nd benefiei;il. That step had been taken, gener¬ 
ation^ before^'in •the United States, with the Consent of dll 
parties and alUclasses, and witlj the happiest results in peace, 
order«nd prosperity.» On the other hand, tBtf government in 
Eifglandowns and operates the teleerraph.rf policy from which 
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we in the United States shrink with relijctaace as daagerously 
socialistic. , - 

628. Public- roads" and bridges also exhibit the social¬ 
istic character in a highly marked degree.. In a very mmitive 
state of society, whe^e, yet^ all the police powers are' fully 
exercised, each man looks out for his own paths of travel or 
transport, and'maintains his own communications with friends 
and neighbors, across the commons or through the fortst.' 
Even after roads arc laid out, and, later still, are graded, 
drained and perhaps paved, at great expense, and streams and 
ravines are bridged, this work continues to be regarded as 
altogether a maUer for private 'enterprise. Individuals or 
associations lay out the roads and build the bridges, collecting 
toll from every one who passes over them. Those who use 
the roads much pay much; those who use them little pay little; 
those who stay at home pay nothing .at all. -At last* there comes' 
a time U'hen it is seen that, though this 'function naturally 
belongs to individuals, and has indeed been exercised by in¬ 
dividuals with a reason.able degree of succesj, yet* a great 
public advantage will result from m.aking these avenues of 
communication free to all and wjpj)orting, them thereafter at 
the public expense. The step thus taken is purely, highly 
socialistic. The responsibility, the labor, the expenditure 
involved in these undertakings pass from private citizens to 
public officials. Individuals no longer pay fo.- tl?is service 
acco'ding tq the proportion in which they enjoy it. Each 
contributes, whether he will or not, to the constructidn and 
maintenance of ro.ads and bridges, which he may use much or 
may not use at all. 

02 k Protectionism is purely and highly socialistic.' Its 
pur{)Ose is so to' tiperate upon individual choices and aims,-* so 
to influence private enterprise and tl^e investments of capital, 
as to secure the building up, within the country concerned, of 
certain branches of production which could not be carried on. 


^ * Tlic general movement by whiSh roads and bridges" have almost uni¬ 
versally been fiiade fr**, began, eyen in the most enlightened countries* 
only sixty or seventy j^ars ago. 
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or would §row.bnt elowly, under the rule of eompetition and 
individual initiative. Vith'tbis object "in‘view’government 
begins by preventing the citizen frop b^ing where he can 
buy chdajpst ; it compels him to pjy ten, thirty or *fifty per 
cent, advance, it may be, upcjh* the price| at Tjhich he cotild 
otherwise purchase ; it even assiimt^ the right to make exist¬ 
ing indnstr^s support the industries which are thus to be called 
dnt» being. Nohincidentally, but primarily and of purpose, 
it affects vitally every man’s industrial conditions and 
relations. It does this for a supposed public good. 

680. The Socialists.— We‘have, perhajis, sufficiently illus¬ 
trated the significance of thb wortbsockilis^. What lJ»en is 
socialism ? Perhaps we had better first ask. who is a 
socialist? Under our definition, the advocacy of a sociJlistic 
ac^ or measure will not necessarily characterize a socialist. 
Thus, prot(!Ction, as jve have said, is socialistic. Yet tiio pro¬ 
tectionist is not, as stich, a socialist. Most ])rote''tionistshire not 
socijlists. Many protectionists are, in their general views, as 
strongly anti-soeialist as men can well be. 

The socialist is one who, in general, distrusts the effects of 
indivi^ial initiative^nd enterprise ; who is readjly convinced 
of the necessity or utility of the assumption, by the State, of 
functions which have hitherto been left to personal choices 
add personal aims ; and who, in fact, approves and advocates 
many and terga schemes of this character. 

The person erf -whom all this could be said niigjit projwrly 
be calldfl a socialist; yet there are many such piTsoiis who 
^uld wish, after eid^rging the pofkers of government at ^ 
many points, ceyrecting, as they (ionceive it, many of the 
infirmities ahd evil liabilities of society by force of law,* and 
intBoducing incentives and amindses which, «8 they believe, 
can only be administere^Jbj' the organized power of the Staie, 
still to le^ve injjividual initiative and enterprise the general 
rule of life. The extreme socialist is he who would make the 
State ?J1 in alj* pftvatc’enterprise, personal choids ’and ainik 
being lost in the general movement of sobiety dominated, 
and directed by a majority vote. In the vmwbf the extreme' 
socialist, the powers and_^the rights of the otate are the sum 
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"of all the powers and all the rights, of the individuals who 
compose it; &nd ghve.mment becdines ,lhe organ of society in 
respect to all jts interests and all its acts. 

681. Sioialism.—Thp term “ socialism ” may, then*, prop¬ 
erly he applied (1) to the aggregate of many and lai^e 
schemes for the extension of the powers of the State, actually 
urged for pre8,ent or early adoption ; or (2) to a' progi-amme 
contemplated, at whatever distance, for the gradual replace-,- 
ment of private by public activity; or (3) to an observed 
movement or tendency of a highly marked character in the 
direction indicated. • 

It will be seen Aat socialism a.id anarchism are in theory 
absolutely antipodal. The former would proceed by mag¬ 
nifying the powers of the State and enlarging the (fphere 
of its operation, until personal choices and ailhs should 
wholly disappear in respect to all matters in which others, 
or the -community as a whole, could possibly be interested. 
The complete establishment of socialism would, therefore, 
involve a tyranny more far-reaching and searching than 
that of the most absolute despotism ever founded among 
men. Anarchism, on the contrary, aims at the complete 
abolition of government: the removal of every forin of 
festraint,„lcaving personal aims and choices wholly unchecked 
by law or authority, subject only to moral influences, to 
persuasion and to the force of public sentiment. 

632. Socialism vs. Communism.—^The distinction between 
Socialism and Communism is not to be drawn so easily. The 
two schemes have, necessarily, mucji in common; while the 
boundaries of that which, theoreticafty, each has to itself 
have |)een much confusai by vague or passionate treatment. 
In a previous pv-l^lication,* I have,sought to express as clearly 
as the nature of the case would allow,^the essential diflferences 
between Socialism and Communism, as follows: , 

1st. Communism confines itself mainly, if hot exclusively, 
t.. the one subject matter—wealth. On-thte’ other hand, 
Socialism, conspicuously, in all its manifestations, in all lands 

^ * _ ft _ , _ 

* Bcilbner’s Magazine. January, 1887. 
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where it has appeared^ asserts its claim to control every inter*' 
ect of human society, to enlist for its purposes every form oi 
energy. 

2nd.* ^ far as wealth becomes Jha subject matter both of 
Comnsunisra, on the one hand', and of Socialism, on the other, 
we note a"dilference of treatment.. Communism, in general, 
regards w^lth as produced, an<l confines itselfslo effecting an 
• eqaal, or what it eAcoms an equitable distribution. 

Socialism, on the other hand, gives its first and chief atten¬ 
tion to the production of wealth ; and, passing lightly over 
the questions of distribirtioh, with or without assent to the 
doctrine of an equal division among jirSdacers, it .-asserts 
the right to inquire into and control the eonsi.inption Of Avealth 
for tfie general good, whether through sumptuaiy laA^ and 
regulations, or through taxation for public expenditur< 

3rd. Communism, is essentially negative, confined to the 
prohibition that tine shall not have me e than Another. 
Soijalism is positive and aggressive, declaring that each man 
shall have eno«gh. It purposes to introduce new forces into 
society and industry, to put a stop to the idleness, the waste 
of rejburces, the nysdirectiou of force, insepai;ablc, in some 
large proportion of instances, from individual initiative ; and 
to drive the whole mass forward in the direction determined 
tfy the intelligence of its better half. 

4th. While •communism might conceivably be established 
upon the largest scale, and has, in a hundred pxperin^nts, 
been Upon a small scale established, by voluntary consent, 
^cialism begins with^tlv‘'ustvbf the ^lowers of tjie Ci,ate, and^ 
proceeds and operates through them alone. It is by the^force 
of law that* the Socialist purp.ises to whip up the lag|:ard' 
anil the delinquents in thcssocial and indusSilal order. It is 
by theipublic treasurer, jnned with powers of assessment and 
jale, thaf he plains to gather the means for carrying on enter¬ 
prises to wl^ch individual resources would bo inadequate. 
It is tjiroughjfenilties’that l\e would ch^ck wasteful or mis¬ 
chievous expenditures. > * _ « 

If AiPhat has been said above would be fojind true, were one’ 
studying Communism and Socialism as a philosophical critic. 
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much more important will be the distinction betFee» them to 
the eyes of the politictan or,the statesman. Communism is, 
if not moribund, at t]|i§ bejt everywhere at a stand-still, gen¬ 
erally on wane ; nor»d<)es it show anjj sign of r^tuVning 
vitality. On th^ oth^ hand,, So'cialism was never more full 
of lusty vigor, more rich in the promise of things to come, 
than now, e , » *- 

633. It seen^ only neediul to add, that, while the doctrines 
of Anarchism, Socialism and Communism are respectively 
held by not a few sincere and disinterested men, of a high 
order of intelligence, large numbers' of those who embrace 
one or Che other oi', thest; sj^tems do so with no appreciation 
of the differences between them, being influenced wholly by 
a general discontent with the results of the existing sbeial 
and industrial order, either as affecting themselves or as con¬ 
trolling the,fortunes of their class. Intaddition to these, 
every phblic demonstration of socialistic or communistic or¬ 
ganizations almost inevitably draws out a sv^arm of “ lep'd 
fellows of the baser sort,*’ who for the time attsoh thamselveii 
to that party, out of a general hatred of law and order, or in 
the hope of plunder, or from a delight in ^•iot and misb^ief. 



